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The Honorable Board of Supervisors W”m
County of Los Angeles W&g#ﬁ”&%’gggs
383 Kenneth Hahn Hall of Adn :nistration : '
500 West Temple Street

- Los Angeles, CA 90012
Dear Supervisors:

AGREEM.EINT WITH TRI-CITY MENTAL HEALTH CENTER
FOR MENTAL HEALTH SERVICES
(ALL SUPERVISORIAL DISTRICTS}) (3 VOTES)

IT IS RECOMMENDED THAT YOUR BOARD:

1. Approve and instruct the Mayor to sign the Agreement for Mental Heaith
Services with Tri-City Mental Health Center to provide Family Preservation
Program Services for clients referred from the Pomona Unified School District
Child Development Community Family Preservation Network.

Approve the Agreement for a one (1) year term from July 1, 2001 through

June 30, 2002 and delegate authority to the Director of the Department of
Chiidren and Family Services (DCFS), or her designee to extend the Agreement
for two (2) additional one (1) year terms, provided that Tri-City iMental Heaith
Center remains a sole source provider. The maximum annual contrant sum is
$71,602 and funding is inciuded in the Department’s Proposed FY 2001-02
Proposed Budget. Funding is $50,123 {70%) State funds and net County cost of
$21,479 (30%). -

2. Delegate authority to the Director of DCFS_ or her designee, to increase the
annual contract sum by up to 10% in each year of the contract period based
solely on an increase in the number of families served under this Agreement.






The Honorable Board of Supervisors
June 19, 2001
Page 2

PURPOSE/JUSTIFICATION OF RECOMMENDED ACTIONS

The Department provides Family Preservation Program services to children and
families to obviate the need for out-of-home ptacement for children while providing in-
home services to families with the goal of reducing incidents of abuse and neglect.
Mental heaith is an integral service in the Family Preservation Program and is provided
io families when required. Tri-City Mental Health Center is the sole provider of Short-
Doyle/Medi-Cal services .ii the city of Pomona and surrounding areas. Because the
Family Preservation Program is community based, it is most feasible that this Agency
provides the necessary mental health services to families within their own community.

Implementation of Strategic Plan Goals

The recommended actions are consistent with the principles of the Countywide
Strategic Plan by increasing access to Network services (Goal #1-Service Excelience,
Strategy #2-Design Seamless Service Delivery System), and increasing public/private
partnerships (Goal #4- Fisca sponsibility, Strategy #3-Increase Public/Private
Partnerships). R

FISCAL IMPACT/FINANCING

The annual maximum sum is $71,602. Funding has been included in the Department’s
FY 2001-02 Proposed Budget and is funded by $50,123 (70%) State funds and net
County cost of $21,479 (30%).

FACTS AND PROVISIONS/LEGAL REQUIREMENTS

The Tri-City Mental Heaith Center serves clients referred from the Pomona Unified
Schooi District Chiid Development Community Family Preservation Network. The
current Agreement will terminate on June 30, 2001,

Family Preservation funds are available to finance a comprehensive range of
prevention, support, intervention, transitional and maintenance services for families in
the communities of Los Angeles County. Assembly Bill 776 permits counties to utilize a
portion of State General funds allocated for the Cour.ty’'s AFDC-FC expenditures for
Family Preservation Program services.
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The State Department of Mental Health (SDMH) has designated Tri-City Mental Health
Center as the Short-Doyle/Medi-Cal authority with jurisdiction for providing Medi-Cal
reimbursable mental heaith services for the Pomona area. Tri-City, thereby, bills SDMH
directly for Medi-Cal reimbursement. Reimbursement for Short-Doyle/Medi-Cal is
based on actual cost. The Department of Children and Family Services (DCFS}) uses
Family Preservation Funds to provide a 50% match for Medi-Cal services incurred for
Family Preservation Program clients and to fully fund those services which are not
Medi-Cal eligible. DCFS will .ay Tri-City Mental Health Center 50% of the actual costs
incurred for Medi-Cat clients referred to the Family Preservation Program and fully
reimburse other mental health services.

The Agreement does allow the Director to increase the annual contract sum by up to
10% in each year of the contract period based solely on an increase in the number of
families served under this Agreement. The Agreement aiso includes a provision which
requires that the Contractor consider hiring County employees targeted for layoff,
qualified County employees who are on a re-employment list, and participants of the
Greater Avenues for Independence (GAIN) Program. in addition, the Agreement
provides for termination for improper consideration, determination of contractor non-
responsibility and contractor debarment.

The Chief Administrative Office has reviewed and approved this Board Letter. County

Counsel has reviewed this Board Letter and approved the attached Agreement as to
form.

CONTRACTING PROCESS

The standard competitive bid process is not appropriate for this Agreement, as Tri-City
Mental Health Center is the sole source authorized provider of Short-Doyle/Medi-Cal
services in the Pomona area.

The Department has evaluated and determined that the Living Wage Program (County
Code Chapter 2.201) does not apply to the recommended Agreement.

IMPACT ON CURRENT SERVICES

Family Preservation is a comprehensive, integrated. community-based and
collaborative approach to providing services to families which enhance child safety
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while strengthening and preserving families who are experiencing problems in family
functioning characterized by child abuse, negiect or exploitation.

Approval of this Agreement will atlow Tri-City to provide uninterrunted mental health
services to children and families in the Pomona area. Itis anticipated that Tri-City
Mental Heaith Center will serve approximately 60 clients during FY 2001-2002.

CONCLUSION

Upon execution by the Board of Supervisors, it is requested that the Executive
Officer/Clerk of the Board send an executed copy of the Agreement to:

1. Department of Children and Family Services, Contract Management Services,
Attn: Armand Montiel, interim Contract Manager.

2. Tri-City Mental Health Center, 3201 Temple Avenue, Suite 250, Pomona, CA
91768-3279, Attn: Terry Kramer, Executive Director.
S
3. Office of County Counsel, Advice and Litigation, 201 Centre Plaza Drive,
Monterey Park, CA 91754, Attn: Kathleen Felice.

Respectiully submitted,

,AﬁﬁA M. BOCK
Director
AB:AM
TWNR
Attachments

o Chief Administrative Officer
County Counsel
Executive Officer, Board of Supervisors
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AGREEMENT
FOR
MENTAL HEALTH SERVICES

THIS AGREEMENT, (hereinafter referred to as “Agreement’), made and entered into
this day of 2001, by and between

County of Los Angeles
hereinafter referred to as
“COUNTY”

and

Tri-City Mental Health Center
Hereinafter referred to as
“CONTRACTOR”

WITNESSETH

WHEREAS, pursuant to Government Code Sections 26227, 31000 and 53703,
COUNTY is permitted to contract for services, and -

WHEREAS, the COUNTY desires to provide mental health services,
reimbursable by Medi-Cal for the Pomona area, and

WHEREAS, COUNTY has determined that the services to be provided
under this Agreement are essential to the Pomona Community; and

WHEREAS, the State Department of Mental Health (SDMH) has
designated Tri-City Mental Health Center as the Short-Doyle/Medi-Cal authority with
junsdiction for nroviding Medi-Cal reimbursable mental health services for the Pomo =
area. Tri-City bills SDMH drectly for Med. 1l reimbursement. Reimbursement
Shont-Doyle/Medi-Cal services are based on an actual cost. DCFS uses Family
Preservation Funds to provide a 50% match for Medi-Cal services for Family

Preservation Program clients and to fully fund those services which sre not Medi-Cal
eligible, and

WHEREAS, CONTRACTOR warranis that it possesses the comopseterce
expertise and personnel necessary to provide such servicas: and

WHEREAS, the following terms, as used in this Agreement, shall have the
following meanings.

A "Contract” means a legally binding Agreament between two parties.
B. "Day(s)” means calendar day(s) uniess otherwise specified:

6/
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“DCFS” means County’'s Department of Children and Family Services;
“Director” means County's Director of Children and Family Services or her
authorized designee;

“Fiscal Year(s)” means County’s Fisca!l Year which commences July 1 and
ends the following June 30;

"Project” means the work to be performed by CONTRACTOR as defined
in Exhibit A, Statement of Work;

“Program Manager” means COUNTY representative responsible for daily
management of contract operation and overseeing monitoring activities;
“Subcontract” means a contract by which a third party agrees to provide
services or materials necessary to fulfill an origina: contract.

NOW THEREFORE, in consideration of the mutual promises, covenants and
conditions set forth herein, the parties hereto and each of them do agree as follows:

APPLICABLE DOCUMENTS

1.1

1.2

1.3

This Agreement, and the Exhibits hereto, constitute the complete and
exclusive statement of understanding between the parties, which
supersedes all previous agreements, written or oral, and all other
communications between the parties relating to the subject matter of this
Agreement.

Exhibits A, B, B-1, C, D, E, F, G, H, |, set forth below are attached to and
incorporated by reference in this Agreement.

In the event of any conflict in the definition or interpretation of any word,
responsibility, service, schedule, or contents of a deliverable product
between this Agreement and Exhibits, or among Exhibits, said conflict or
inconsistency shall be resolved by giving precedence first to the
Agreement, and then to the Exhibits according to the following priority:

E- LA -Statement of Work
Exhibit B -Pricing Schedule and Billing Schedule
Exhibit B-1 -Budget

Exhibit C -instructions for Reports

Exhibit D -Employment Acknowledgment and Confidenuaiity
Agreement

Exhibit E -Contractor's Equal Employment Opportunity (EEQO)
Certification

Exhibit F -DCFS Contract Accounting and Operating Handbook

Exhibit G -Community Business Enterprise Program

Exhibit H -Office of Management and Budget Circular A-87

Exhibit ! -Office of Management and Budget Circular A-122
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CONTRACTOR'’S SERVICES

2.1 Pursuant to the provisions of this Agreement, CONTRACTOR shall
provide COUNTY with mental health services as defined herein and as
more fully set forth in Exhibit A, Statement of Work.

TERM AND TERMINATION

The term of this Agreement shall commence on July 1, 2001 or date of execution
by COUNTY Board of Supervisors, whichever is later, and shall continue through
June 30, 2002, unless terminated earlier as provided herein. With two (2)
additional one (1) year terms to renew based on a pre-bid survey establishing
that CONTRACTOR continues to be the sole authorized provider of Short-
Doyle/Medi-Cal services in the Pomona area as designated by the State
Department of Mental Health unless terminated earlier as provided herein.

CONTRACT SUM

4.1 During the term of this Agreement, COUNTY shall compensate
CONTRACTOR for the services set forth in Exhibit A, Statement of Work,
and at the rate of compensation set forth in Exhibit B, Pricing Schedule.

42  The total amount payable under this Agreement is $214,806, ("Maximum
Contract Sum.”) The maximum amount payable under this Agreement for
each of the contract years shall not exceed $71,602, ("Maximum Annual
Contract Sum.”)

43 CONTRACTOR has prepared and submitted to COUNTY a budget for the
work to be performed by CONTRACTOR under this Agreement.
Budgeted expenses shall be reduced by appiicable CONTRACTOR
revenues, which are identified thereon. The line items shall provide
sufficient detail to determine the gquality and quantity of services to be
delivered. This budget is attached hereto and incorporated by refe: = ce
herein as Exhibit B-1, Budget. CONTRACTOR represents and warants
that the Budget is true and correct in all respects, and services shall be
delivered hereunder in accordance with the Budget In the event the
Maximum Contract Sum is increased pursuant to Section 40 herecf.
CONTRACTOR shall prepare and submit an amended Budget.

PAYMENT AND INVOICES

51 The CONTRACTOR shall be paid for services provided on a monthly
basis.

572  CONTRACTOR shall submit an invoice in arrears for services rendered in
the previous month. All invoices should be received within thirty (3C) days
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5.3

2.4

55

56

5.7

of the last day of the previous month but may be received later than thirty
(30) days, at COUNTY'’s sole discretion, as long as sufficient funds remain
under the Agreement. All such services rendered by CONTRACTOR shall
be paid in accordance with Exhibit B, Pricing Schedule.

CONTRACTOR's invoice shall reflect the total units of services provided,
the established rate for providing the services and the total amount billed
for services provided in the month. Where qualified Medi-Cal clients are
identified, CONTRACTOR will bill Medi-Cal for 50% and bill DCFS for the
balance.

Expenditures made by CONTRACTOR in the operation of this Agreement
shall be in compliance and conformity with the Office of Management and
Budget (OMB) Circular, A-87 (Exhibit I} or A-122 (Exhibit J) whichever
applies.

CONTRACTOR shall submit the original monthly invoice to the rinance
Office and one copy to the COUNTY Program Manager for review and
approval.

CONTRACTOR shall send original invoices to be approved to:

County of Los Angeles

Department of Children and Family Services
425 Shatto Place, Room 402

Los Angeles, California 90020

Attention: Contract and Grant Payment Unit

And a duplicate Gopy of the invoices to:

Rhelda Shabazz, Program Manager

County of Los Angeles

Department of Childr - and Family Services
425 Shatto Place, Room 150

Los Angeles, California 90020

Upon receipt of CONTRACTOR's monthly invoice, COUNTY Program
Manager, or designee. shall review the detailed charges to ensure
charges are in accordance with the Agreement terms and that invoiced
services have been received.

Upon approval of the monthly invoice, the COUNTY Program Manager. or
designee, shall return the invoice to the Finance Office for payment.

Payment to CONTRACTOR will be made in arrears on a monthly basis for
services performed in accordance with Exhibit C, Instructions for Rerarts
and provided that the CONTRACTOR is not in default under any provision






6.0

o

]
>

5.8

5.9

of this Agreement. COUNTY shall attempt to authorize payment within
thirty (30) days following receipt of invoice, provided that all work
performed during the preceding month has been reviewed, accepted,
signed and dated by the Program Manager. COUNTY has no obligation

to pay for any work except those services expressly authorized by this
Agreement.

in compliance with Internal Revenue Service (IRS) requirements,
CONTRACTOR shall provide CONTRACTOR's Tax identification Number.

CONTRACTOR is responsible for the accuracy of invoices submitted to
COUNTY. Further, it is the responsibility of CONTRACTOR to reconcile
or otherwise correct inaccuracies or inconsistencies in the invoices
submitted by CONTRACTOR and to notify COUNTY of any overpayments
received by CONTRACTOR. Overpayment received by CONTRACTOR,
as verified by N"FS’ Program Manager, or designee, shail be rewrned to
COUNTY by CONTRACTOR within thirty (30) days of receiving
notification of such overpayment, or will be set off against future payments
due CONTRACTOR.

RECORDS AND AUDITS

6.1

6.2

CONTRACTOR shall maintain accurate and complete financial records of
all its activities and operations relating to this Agreement in accordance
with generally accepted accounting principles and which meet the
requirements for contract accounting described in DCFS Contract
Accounting and Operating Handbook. CONTRACTOR shall also maintain
accurate and complete employment and other records relating to its
performance of this Agreement. CONTRACTOR agrees that COUNTY, or
its authorized representatives shall have access to and the right to
examine, audit, excerpt, copy or transcribe any pertinent transaction.
activity, or records relating to this Agreement. All such material, including.
but i “mitad to, ail financiai records. timecards and other employment
records and confidential information, shall be kept and maintained by
CONTRACTOR at a location in Los Angeles County and shall be made
available to COUNTY during the term of this Agreement and for a period
of five (5) years thereafter uniess COUNTY''s written permission is given to
dispose of any such material prior to such time. If such material is located
outside of Los Angeles County. then. at COUNTY's sole option
CONTRACTOR shall pay COUNTY for travel per diem and other costs
incurred by COUNTY in exercising its rights under this Section.

In the event that an audit is conducted of CONTRACTOR specifically
regarding this Agreement by any Federal or State auditor, or by any
auditor employed by CONTRACTOR or otherwise. then CONTRACTOR
shall file a copy of such audit report with County's Auditor-Controller within
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6.3

6.4

6.5

6.6

thirty (30) days of CONTRACTOR's receipt thereof, unless otherwise
provided by applicable Federal or State law or under this Agreement.
COUNTY shall make a reasonable effort to maintain the confidentiality of
such audit report(s).

CONTRACTOR shall be responsible for annual financial audits of its
agency and its subcontractor(s) if required by COUNTY and/or the
California Department of Social Services (CDSS), to be conducted by an
independent audit firm and in accordance with generally accepted auditing
standards. Within thirty (30) calendar days after issuance of the audit
reports, CONTRACTOR shall forward copies of such reports to DCFS.

CONTRACTOR shall, during normal business hours, allow appropriate
COUNTY, State and Federal agencies, including CDSS, County’s Auditor-
Controller or its designee to evaluate, audit, review, inspect and monitor
its accounting books and records of program opeiations, including the
interview of CONTRACTOR's staff, insurance agents, banks, personnei,
vendors and subcontractor(s). Methods may include the inspection of
accounting ledgers, journals, canceled checks, timecards, personnel
records, fringe benefit rate notices, receipts and invoices, payroli tax
records, subcontracts, space and equipment lease agreements, and other
relevant accounting books, records, worksheets and logs as appropriate
for ensuring CONTRACTOR's accountability of expenditures and program
performance under this Agreement. CONTRACTOR shall ensure the
cooperation of all subcontractor(s), its staff, and Board members in all
such efforts.

All uses of funds paid to CONTRACTOR and cther financial transactions
related to CONTRACTOR's provision of services under this Agreement
are subject to review and/or audit by DCFS, County’s Auditor-Controller or
its designee, or the State of Calitornia. In the event this Agreement is
subject to Audit exceptions, CONTRACTOR shali pay to COUNTY the full
amount of CONTRACTOR's liability for such audit exceptions -
determined by DCFS, upon demand by COUNTY.

Failure on the part of CONTRACTOR to comply with the provisions of this
Section shall constitute a material breach of this Agreement upon which
COUNTY may withhold reimbursement or terminate this Agreement.

AUDIT SETTLEMENT

If. at any time during the term of this Agreement or within five (5) years after the
expiration or termination of this Agreement. authorized representatives of
COUNTY conduct an audit of CONTRACTOR regarding the services provided to
COUNTY hereunder and if such audit finds that COUNTY's dollar liabilty for
such services is less than payments made by COUNTY to CONTRACTOR. ther
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CONTRACTOR agrees that the difference, at the COUNTY's discretion, shall be
either. (1) repaid forthwith by CONTRACTOR to COUNTY by cash payment; or
(2) at COUNTY's option, credited against future payments hereunder to
CONTRACTOR. |f such audit finds that COUNTY's dollar liability for services
provided hereunder is more than payments made by COUNTY to
CONTRACTOR, then the difference shall be paid to CONTRACTOR by
COUNTY provided that in no event shall COUNTY’s maximum obligation for this
Agreement exceed the Maximum Contract Sum.

INDEMNIFICATION

CONTRACTOR shall indemnify, defend and hold harmless COUNTY, its Special
Districts, elected and appointed officers, employees, and agents from and
against any and all liability, including but not limited to demands, claims, actions,
fees, costs, and expenses {including attorney and expert witness fees), arising
from or connected with CONTRACTOR's acts and/or omissions arising from
and/or relating to this Agreement.

GENERAL INSURANCE REQUIREMENTS

Without limiting CONTRACTOR'’s indemnification of COUNTY and during the
term of this Agreement, CONTRACTOR shall provide and maintain, and shall
require ail of its subcontractors to maintain, the programs of insurance specified
in this Agreement in Section 10, Insurance Coverage Requirements. Such
insurance shall be primary to and not contributing with any other insurance or
self-insurance programs maintained by COUNTY, and such coverage shall be
provided and maintained at CONTRACTOR's own expense.

9.1 Evidence of Insurance: Certificate(s) or other evidence of coverage
satisfactory to COUNTY shall be delivered to DCFS Contract
Administrator, 425 Shatto Place, Room 205, Los Angelies, CA 90020 prior
to commencing services under this Agreement. Such certificates or other
evidence shall:

9.1.1 Specifically identify this Agreement.
9.1.2 Clearly evidence all coverages required in this Agreement.

8.1.3 Contain the express condition that COUNTY Iis to be given written
notice by mail at ieast thirty (30) days in advance of cancellation for
all policies evidenced on the certificate of insurance.

814 Include copies of the additional insured endorsement ‘o the
commercial general liability policy, adding the COUNTY ol Los
Angeles, its Special Districts, its officials. officers and employees as
insureds for all activities arising from this Agreement.
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9.4

9.1.5 Identify any deductibles or self-insured retentions for COUNTY's
approval. The COUNTY retains the right to require CONTRACTOR
to reduce or eliminate such deductibles or self-insured retentions as
they apply to COUNTY, or, require CONTRACTOR to provide a
bond guaranteeing payment of all such retained losses and related
costs, including, but not limited to, expenses or fees, or both,
related to investigations, claims administrations, and legal defense.
Such bond shall be executed by a corporate surety licensed to
transact business in the State of California.

Insurer Financial Ratings: Insurance is to be provided by an insurance
company acceptable to the COUNTY with an A.M. Best rating of not less
than A:V1l, unless otherwise approved by COUNTY.

Failure to Maintain Coverage: Failure by CONTRACTOR to maintain the
required insurance, or to provide evidence of insurance coverage
acceptable to COUNTY, shall constitute a material breach of the Contract
upon which COUNTY may immediately terminate or suspend this
Agreement. COUNTY, at its sole option may obtain damages from
CONTRACTOR resulting from said breach. Alternatively, COUNTY may
purchase such required insurance coverage, and without further notice to
CONTRACTOR, COUNTY may deduct from sums due to CONTRACTOR
any premium costs advanced by COUNTY for such insurance.

Notification of Incidents, Claims or Suits; CONTRACTOR shall report to
COUNTY:

9.4.1 Any accident or incident relating to services performed under this
Agreement which involves injury or property damage which may
result in the filing of a claim or lawsuit against CONTRACTOR
and/or COUNTY. Such report shall be made in writing within 24
hours of occurrence,

9.4.2 Any third party claim or lawsuit filed against CONTRACTOR arising
from or related to services performed by CONTRACTOR under this
Agreement.

343 Any injury to a CONTRACTOR employee which occurs an
COUNTY property. This report shall be submitted on a "Non-
Employee Injury Report” to the COUNTY Contract Manager.

9.4.4 Any loss. disappearance, destruction, misuse, or theft of any «ind
whatsoeve- of COUNTY property, monies or securities entrusted to
CONTRACTOR under the terms of this Agreement.
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9.5 Compensation for COUNTY Costs: In the event that CONTRACTOR fails
to comply with any of the indemnification or insurance requirements of this
Agreement, and such failure to comply results in any costs to COUNTY,
CONTRACTOR shall pay full compensation for all costs incurred by
COUNTY.

96 Insurance Coverage Requirements for Subcontractors: CONTRACTOR
shall ensure any and all subcontractors performing services under this
Agreement meet the insurance requirements of this Agreement by either:

9.6.1 CONTRACTOR providing evidence of insurance covering the
activities of subcontractors, or

9.6.2 CONTRACTOR providing evidence submitted by subcontractors
evidencing that subcontractors maintain the required insurance
coverage. COUNTY retains the right to obtain copies of evidence
of suncontractor insurance coverage at any time.

INSURANCE COVERAGE REQUIREMENTS:

10.1 General Liability insurance (written on ISO policy form CG 00 01 or its
equivalent) with limits of not less than the following:

General Aggregate: $2 miliion
Products/Completed Operations Aggregate: $1 million
Personal and Advertising Injury: $1 mitlion
Each Occurrence: $1 million

10.2 Automobile Liabifity insurance {written on ISO policy form CA 00 G1 or its
equivalent) with a limit of liability of not less than one million dollars
($1,000,000) for each accident. Such insurance shail inciude coverage for
all “owned,” “hired” and “non-owned” vehicles, or coverage for "an'' auto.”

10.3 Workers' Compensation and ...ployer's Liability insurance providi.y
workers’ compensation benefits, as required by the Labor Code of the
State of California or by any other state, and for which CONTRACTOR (s
responsible. If CONTRACTOR's employees will be engeged in maritime
employment. coverage shall provide workers' compensation benefits as
required by the U.S. Longshore and Harbor Workers' Compensation Act.
Jones Act or any other federal law for which CONTRACTOR s
responsible.

In all cases, the above insurance also shall include Employers’ Liability
coverage with limits of not less than the foilowing:
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Each Accident: $1 million

Disease — policy limit: $1 million
Disease - each employee: $1 million

10.4 Professional Liability: Insurance covering liability arising from any error,
omission, negligent or wrongful act of the CONTRACTOR, its officers or
employees with limits of not less than one million dollars ($1,000,000) per
occurrence and three million dollars ($3,000,000) aggregate. The
coverage also shall provide an extended two-year reporting period
commencing upon termination or canceliation of this Agreement.

10.5 Property Coverage: Such insurance shall be endorsed naming the
COUNTY of Los Angeles as loss payee, provide deductibles of no greater
than 5% of the property value, and shall include:

Personal Property: Automobiles and Mobile Equipment — Speciai form
(“all risk™) co.zrage for the actual cash value of COUNTY-owned or leased
property.
Real Property and All Other Personal Property — Special form (“all-risk’)
coverage for the full replacement value of COUNTY-owned or leased
property.

10.6 Crime Coverage: Insurance with limits in amounts not less than indicated
below covering against loss of money, securities, or other property
referred to in this Agreement, and naming the COUNTY as loss payee.
Employee Dishonesty: $1,000,000
Forgery or Alteration: $1,000,000
Theft, Disappearance and Destruction:  $1,000,000
Computer Fraud: $1,000,000
Burglary and Robbery: $1,000,000

NOTICES

111

All notices shall be given in writing by enclosing the same in a sealed
envelope addressed to the intended party and by depositing such
envelope with postage prepaid in the United States Post Office or any
substation or public letterbox. All notices to COUNTY shall be sent in
duplicate addressed tc the following:

Anita M. Bock. Director

Department of Children and Family Services
425 Shatto Place

Los Angeles, California 90020

Attention. Contract Administrator

Contract Management Services

10






11.2

All notices to CONTRACTOR shall be sentto CONTRACTOR

Tri-City Mental Health Center
3201 Temple Avenue, Suite 250
Pomona, CA 91768-3279
Attention Terry Kramer

Phone: (909) 594-5400
Fax: (909) 594-6360
OR

Such other place as may hereinafter be designated in writing by the
CONTRACTOR.

All Notices may also be given upon persona’ delivery to any person whose
actual knowledge would be sufficient notice to CONTRACTOR. Further, it
is expressly understood that actual knowledge of an individual
CONTRACTOR or of a co-partner, or if the CONTRACTOR is a
corporation, of an officer or member of the corporation, or by the
managing agent regularly in charge of the work on behalf of
CONTRACTOR, shall in any case be sufficient notice.

12.0 CHANGES AND AMENDMENTS

The COUNTY reserves the right to change any portion of the work required
under this Agreement, or make amendment to such other terms and conditions
as may become necessary and reasonable. Any such revisions shall be
accomplished in the following manner:

12.1

12.2

12.3

For any change which does not affect the perind of performance.
Maximum Contract Sum, Maximum Annual Contract Sum or payments,
and which does not matericdly alter any term or coudition included & 1" s
Agreement, an amendment shall be przpared, and signc. by
CONTRACTOR and the Director. Approval of County Counsel must be
obtained for any changes which affect the scope of work.

For any change which affects the pericd of performance., Maximuni
Contract Sum, Maximum Annual Contract Sum or payments. or which
materially alters any other term or condition in this Agreement, a written
amendment shall be prepared, signed by the CONTRACTOR. anrd
thereafter submitted to County's Board of Supervisors for consideration
and, if approved. execution.

For purposes of Sections 12.1 and 12 2. a change materially alters a term

or condition included in this Agreement if it. (1) is significant as to price.
quantity, quality or delivery when contrasted with the total costs or scope
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12.4

of the services being procured; (2) alters minimum requirements for
prospective bidders, proposers or negotiating entities for this Agreement;
or (3) would result in a change in the Maximum Contract Sum set forth in
Section 4.0 of this Agreement.

Notwithstanding the provisions of Sections 12.1 and 12.2, County’s DCFS
Director may, without further action by County’s Board of Supervisors,
prepare and sign amendments to this Agreement which increase
payments to CONTRACTOR which are commensurate with increases in

the units of service being provided under this Agreement under the
following conditions.

12.4.1 COUNTY's total payments to CONTRACTOR shall not increase
more than ten percent (10%) per year and in the aggregate above

the original Maximum Contract Sum during the term of this
Agreernent.

12.4.2 County’s Board of Supervisors has appropriated sufficient funds for
all changes described in each such amendment to this Agreement.

12.4.3 Approval of County Counsel and the Chief Administrative Officer is
obtained prior to any such amendment to this Agreement; and

12.4.4 The Director shall notify County's Board of Supervisors, Chief
Administrative Officer, and County Counsel of all Agreement
changes, in writing, within fifteen (15) days following execution of
such amendment.

13.0 ASSIGNMENT/DELEGATION OF RIGHTS

58104

13.1

CONTRACTOR shall not assign its rights or delegate its duties hereunder.
either in whole or in part. without the prior written consent of the Los
Angeles County Board of Superv..ors or the Director in the event the
Director has the delegated authority to consent. Any attempted
assignment and/or delegation without said consent shall constitute a
default under Section 22.0, Events of Default herein and shall be null and
void, subject to waiver by COUNTY  If CONTRACTOR is a corporaticn.
partnership, limited liability company or other entity, then an assignment
requiring COUNTY's consent hereunder shali also include any sale.
exchange, assignment, divestment or change in members. directors or
officers giving majarity control of CONTRACTOR to any person(s) or iegal
entity other than the majority in control of CONTRACTOR at the time of
execution of this Agreement. Any payments by COUNTY 1o
CONTRACTOR or its assignee, or acceptance of any payments by
COUNTY from CONTRACTOR or its assignee on any claim under this
Agreement shall not waive or constitute such COUNTY consent.
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14.0

13.2 Upon assignment and/or delegation, each and all of the provisions,

13.3

13.4

agreements, terms, covenants and conditions herein contained, to be
performed by CONTRACTOR, shall be binding upon both CONTRACTOR
and upon any assignee/delegate thereof.

COUNTY’s consent may be reasonably withheld if, among other things,
the proposed assignee fails to meet the requirements for contracting
satisfied by the original CONTRACTOR and/or the then current COUNTY
or State contracting requirements for this or similar agreements.
COUNTY may require, as a condition to its consent to assignment, that
the assignee enter into an agreement utilizing then current standard
COUNTY documentation for this or similar agreements.

Any payments by COUNTY to any delegatee or assignee on any claim
under this Agr=ement shall reduce dollar for dollar any claimis which
CONTRACTOR may have against COUNTY and shail be subject to set-
off, recoupment, or other reduction for any ciaims which COUNTY may
have against CONTRACTOR, whether under this Agreement or otherwise.

SUBCONTRACTING

14.1

14.2

14.3

No perfomance of this Agreement or any portion thereof may be
subcontracted by CONTRACTOR without the express written authority of
County DCFS Director. Any attempt by CONTRACTOR to subcontract
performance of any of the terms of this Agreement, in whole or in part,
without said consent shall be null and void and shall constitute a breach cf
the terms of this Agreement. In the event of such a breach, this
Agreement may be terminated forthwith. CONTRACTOR shall submit
each subcontract to the COUNTY for written approval prior to
subcontractor performing any work hereunder.

Allof*  -~rovisions of this Agreement and any Amendment(s) hereto shall
extend to and be binding upon subcontractors, provided that assignment
or delegation of rights under a subcontract by subcontractors shall not
require COUNTY approval. The CONTRACTOR shall include in all
subcontracts the following provision: ‘This Agreement is a subcontract
under the terms of a prime contract with the County of Los Angeles. Al
representations and warranties contained in this subcontract shall inure ‘o
the benefit of the County of Los Angeles.”

CONTRACTOR shall indemnify and hold COUNTY harmless from any
and ali liability arising or resulting from the use of any subcontractor and
its employees in the same manner and to the same extent that
CONTRACTOR indemnifies COUNTY from any and alt liability arising
from or resulting fram the actions or omissions of its own employees.
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15.0

B0

14.4 CONTRACTOR shall obtain the following from each subcontractor before

14.5

14.6

14.7

14.8

any subcontractor employee may perform any work under any subcontract
to this Agreement. CONTRACTOR shall maintain and make available
upon request of Program Manager all the following documents:

1441 An executed Employee Acknowledgment and Confidentiality
Agreement (see Exhibit D) executed by each subcontractor and
each of subcontractor's employees approved to perform work
hereunder.

14.4 2 Certificates of Insurance which establish that the subcontractor
maintains all the programs of insurance required by Section 9.0 of
this Agreement (Insurance), and '

14.4.3 The Tax ldentification Number of the subcontracting agency fo be
placed on the signature page of the subcontract. This Tax
Identification Number shall not be identical to the CONTRACTCOR's
Tax identification Number.

CONTRACTOR shall provide County’'s Program Manager with copies of
all executed subcontracts.

No subcontract shall alter in any way any legal responsibiiity of
CONTRACTOR to COUNTY. CONTRACTOR shall remain responsible
for any and all performance required of it under this Agreement, including,
hut not limited to, the obligation to properly supervise, coordinate, and
perform all work required hereunder.

Notwithstanding any other provision of this Agreement, the parties do not
in any way intend that any person or entity shall acquire any rights as a
third party beneficiary of this Agreement.

CONTRACTOR shall be solely liable and accountable for any and all
payments and other compensation to all subcontractor's engaged
hereunder and their officers, employees, and agents. COUNTY shall have
no liability or responsibility whatsoever for any payment or other
compensation for any subcontractor or their officers. employees. and
agents,

INDEPENDENT CONTRACTOR STATUS

This Agreement is by and between the COUNTY and CONTRACTOR and is not
intended, and shail not be construed. to create the relationship of agent, servant.
employee, partnership, joint venture or association. as between COUNTY and
CONTRACTOR. CONTRACTOR understands and agrees that all persons

14






16.0

17.0

o

3

furnishing services to COUNTY pursuant to this Agreement are, for purposes of
Workers' Compensation liability, employees solely of CONTRACTOR and not of
COUNTY. CONTRACTOR shall bear the sole responsibility and liability for
furnishing Workers' Compensation benefits to any person for injuries arising from
or connected with service to COUNTY provided pursuant to this Agreement.

COVENANT AGAINST CONTINGENT FEES

16.1 CONTRACTOR warrants that no person or selling agency has been
employed or retained to solicit or secure this Agreement for either a flat
fee, a percentage commission or any other forni or remuneration.

16.2 For breach or violation of this covenant, COUNTY shall have the right to
terminate this Agreement andfor, at its sole discretion, require the
CONTRACTOR to repay any funds converted to such use prior to any
payment for past work or performance of any future work.

DISCLOSURE OF INFORMATION

17.1  The CONTRACTOR shall not disclose any details in connection with this
Agreement to any party, except as may be otherwise provided herein or
required by law. However, in recognizing the CONTRACTOR's need to
identify its services and related clients to sustain itself, the COUNTY shalt
not inhibit the CONTRACTOR from publicizing its role under this
Agreement within the following conditions:

17.1.1 CONTRACTOR shall develop all publicity material in a professional
manner.

17.1.2 During the course of performance of this Agreement, the
CONTRACTOR, its employees, agents. and subcontractors shali
not publish or disseminate commercial advertisements, press
releases, opinions or feature articles, using the name of the
COUNTY without the prior written consent of the COUNTY. Said
consent shall not be unreasonably withheld, and approval by the
COUNTY may be assumed in the event no adverse comments are
received in writing two (2) weeks after submittal

17.1 3CONTRACTOR may. without prior written permission of COUNTY.
indicate in its proposals and sales material that it has been
awarded a contract to provide services, provided. however, that the
requirements of this provision shall apply.
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18.0 COMPLIANCE WITH APPLICABLE LAWS

19.0

20.0

18.1

18.2

18.3

CONTRACTOR shall conform to and abide by all applicable Municipal,
County, State and Federal laws and regulations, court rules, and
ordinances, insofar as the same or any of them are applicable. This
includes compliance with mandatory standards and policies relating to
energy efficiency in the State Energy Conservation Plan (Title 24,
California Administrative Code) and compliance with Section 306 of the
Clean Air Act (42 USC 1857(h)), Section 508 of the Clean Water Act (33
USC 1368), Executive Order 11738 and Environmental Protection Agency
regulations (40 CFR Part 15). Insofar as permits and/or licenses are
required for the prescribed services and/or any construction authorized
herein, the same must be obtained from the regulatory agency having
jurisdiction there over.

Failure by CONTRACTOR to comply with such laws and regulations shall
be a material breach of this Agreement and may result in termination of
this Agreement.

CONTRACTOR agrees to indemnify and hold COUNTY harmless from
any loss, damage or liability resulting from a violation on the part of the
CONTRACTOR, its employees, agents or subcontractors of such [aws,
regulations, rules, policies, standards or ordinances as described in
Section 18.1.

COMPLIANCE WITH CIVIL RIGHTS LAWS

CONTRACTOR hereby assures that it will comply with Title VI of the Civil Rights
Act of 1964, Section 504 of the Rehabilitation Act of 1973, the Age Discrimination
Act of 1975, Title IX of the Education Amendments of 1973, where applicable.
and Title 43, Part 17 of the Code of Federai Regulations Subparts A and B, to the
end that no persons shall on the grounds of race, creed, color, nationai origin,
political affiliation, marital status, sex, age, or handicap be subjected to
discrimination under the privileges and use granted by tnis Agreement cr under
any project, program or activity supported by this Agreement.

NON-DISCRIMINATION IN EMPLOYMENT

20.1

CONTRACTOR certifies and agrees that all persons under its empioy. i1s
affiliates, subsidiaries, or holding companies, are and will be treated
equally by it without regard to or because of race, religion, color, national
origin, pofitical affiliation, marital status, sex, age. or handicap, In
compliance with all applicable Federal and State non-discrimination laws
and regulations. This includes compliance with Executive Order 11246
entitled “Equal Employment QOpportunity.” Executive Order 11375 and as
supplemented in the Department of Labor Regulations (41 CFR Part 6.
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21.0

22.0

6:01

20.2

20.3

204

20.5

20.6

CONTRACTOR shall take affirmative action to ensure that gualified
applicants are employed and that employees are treated during
employment without regard to race, religion, color, national origin, political
affiliation, marital status, sex, age, or handicap. Such action shall include
but is not limited to the following: employment, upgrading, demotion,
transfer, recruitment or recruitment advertising, layoff or termination, rates
of pay or other forms of compensation and selection for training, including
apprenticeship.

CONTRACTOR shall dea! with its subcontractors, bidders, or vendors
without regard to or because of race, religion, color, national origin,
political affiliation, marital status, sex, age, or handicap.

CONTRACTOR shall provide access for COUNTY's representatives to
inspect CONTRACTOR’s employment records during regular business
hours in order to verify compliance with the provisions of this sec*~n when
so requested by COUNTY.

If COUNTY finds that any of the above provisions have been violated. the
same shall constitute a material breach of contract upon which COUNTY
may determine to terminate this Agreement. COUNTY reserves the right
to determine independently whether the non-discrimination provisions of
this Agreement have been violated. In addition, a determination by the
California Fair Employment Opportunity Commission that CONTRACTOR
has violated State or Federal non-discrimination laws or regulations shail
constitute a finding by COUNTY that CONTRACTOR has violated the
non-discrimination provisions of this Agreement.

The parties agree that in the event CONTRACTOR violates the non-
discrimination provisions of this Agreement, COUNTY shali, at its option.
be entitled to a sum of Five Hundred Dollars ($500.00) pursuant to
California Civil Code Section 1671 as liquidated damages in lieu ¢
terminating this Agreement.

CLIENT GRIEVANCES

CONTRACTOR shali establish a written procedure to resolve client grievances.
At the request of County's Program Manager. CONTRACTOR shali sugmit sucr
procedures to COUNTY within five (5) calendar days from date of the request

EVENTS OF DEFAULT

221

Default for Non-Performance






22.2

22.3

COUNTY may terminate the whole or any part of this Agreement if either
of the following circumstances exist:

22.1.1 CONTRACTOR has made a misrepresentation of any required
element in the bid/proposal submitted in response to the Invitation
for Bids/Request for Proposals, if any, or

22.1.2 CONTRACTOR fails to comply with or perform any provision of this
Agreement or fails to make progress so as to endanger
performance of any term of this Agreement.

Default for Insolvency

COUNTY may terminate this Agreement for default for insolvency in the
event of the occurrence of any of the following:

22.2.1 Insolve. oy of CONTRACTOR. CONTRACTOR shall be deemed
insolvent if it has ceased to pay its debts in the ordinary course of
business or cannot pay its debts as they become due, whether it
has filed for bankruptcy or not, and whether insolvent within the
meaning of the Federal Bankruptcy Law or not;

22.2.2 The filing of a voluntary petition in bankruptcy;,
22.2.3 The appointment of a Receiver or Trustee for CONTRACTOR.

22.2.4 The execution by CONTRACTOR of an assignment for the benefit
of creditors.

Other Events of Defauit

Determination by the COUNTY, the State Fair Employment Cemmissicn,
¢. e Federal Equai Employment Opportunity JCommission of
discrimination having been practiced by CONTRACTOR in violation of
State and/or Federal laws thereon.

23.0 TERMINATION FOR DEFAULT

6:01

231

23.2

Upon determining the existence of any one or more of the circumstances
heretofore described in Section 22.0 Events of Default, this Agreement
may be subject to termination either mmediately or within such longer
time period as noticed by COUNTY .

in the event COUNTY terminates this Agreement in whole or in part as

provided in this Agreement, COUNTY may procure, upon such terms and
in such manner as COUNTY may deem appropriate. services simiar to
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24.0

25.0

£/01

233

23.4

those previously provided by CONTRACTOR. Any excess cost. as
determined by the COUNTY, arising from procurement of services under
this Section 23.2, over and above the contract sum, shall be charged
against the CONTRACTOR and/or its sureties.

The remedies reserved to COUNTY herein shail be cumulative and in
addition to any other remedies provided in law or equity.

in the event that, following services of the Notice of Termination of this
Agreement under the provisions of this Agreement, it is determined for any
reason that CONTRACTOR was not in default under the provisions of this
Agreement or that the default was excusable under provisions of this
Agreement, a correction of the Notice of Termination shall be issued, and
the rights and obligations of the parties shall be the same as if the Notice
of Termination had not been issued.

TERMINATION FOR IM"ROPER CONSIDERATION

241

242

24.3

COUNTY may, by written notice to CONTRACTOR, immediately terminate
the right of CONTRACTOR to proceed under this Agreement if it is found
that consideration, in any form, was offered or given by CONTRACTOR,
either directly or through an intermediary, to any COUNTY officer,
employee or agent with the intent of securing the Agreement or securing
favorable treatment with respect to the award, amendment or extension of
the Agreement or the making of any determinations with respect to the
CONTRACTOR's performance pursuant to the Agreement. In the event of
such termination, COUNTY shall be entitied to pursue the same remedies
against CONTRACTOR as it could pursue in the event of a default by the
CONTRACTOR.

CONTRACTOR shall immediately report any attempt by a COUNTY
officer or employee to solicit such improper consideration. The report
shall te made either to the COUNTY marager charged wii: the
supervision of the empioyee or to the County Auditor-Controiler's
Employee Fraud Hotline at (213) 974-0814 or (800) 544-6861.

Among other items. such improper consideration may take the form of
cash, discounts, service. the provision of travel or entertainment or
tangible gifts.

TERMINATION FOR CONVENIENCE

251

The performance of services under this Agreement may be terminated in
whole or part when such action is deemed by COUNTY to be in its best
nterest. Termination of services hereunder shall be effected by delivery
to CONTRACTCOR of a thirty (30) day advance notice of termination
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252

253

25.4

specifying the extent to which performance of services under this
Agreement is ferminated and the date upon which such termination
becomes effective.

After receipt of a notice of termination and except as otherwise directed by
COUNTY, the CONTRACTOR shall:

25.2.1Stop services under this Agreement on the effective date of
termination.

25.2.2 To the extent possible, continue to, as required by this Agreement
perform until the effective date of termination.

After receipt of a notice of termination, CONTRACTOR shall submit to
COUNTY in the form and with the certification as may be prescribed by
COUNTY, its termination claim and invoice. Such claim and invc zc shall
be submitted promptly. COUNTY will not accept any such invoice
submitted later than three (3) months from the effective date of
termination. Upon failure of CONTRACTOR to submit its termination
claim and invoice within the time allowed, COUNTY may determine, on
the basis of information available to COUNTY, the amount, if any, due to
CONTRACTOR in respect to the termination, and such determination shall
be final. After such determination is made, COUNTY shall pay
CONTRACTOR the amount so determined as full and complete
satisfaction of all amounts due CONTRACTOR under this Agreement for
any terminated services.

Subject to the provisions of Section 25.3 above, COUNTY and
CONTRACTOR shall make a gocd faith attempt to agree upon an amount
due to CONTRACTOR for any terminated services following the total or
partial termination of services pursuant to this Agreement. |f after a good
faith effort, an amount due CONTRACTOR is not agreed upon, COUNTY
shall determine the amount due C_NTRACTOR by assessing the contrac.
value for similar services provided herein to all documented services.
which CONTRACTOR or its subcontractor(s) has satisfactorily provided.
COUNTY shall pay the agreed upon or determined amoun:. provided that
such amount shali not exceed the Maximum Contract Sum under this
Agreement as reduced by the amount of payments otherwise made and
as further reduced by the amount potentially due for services not
terminated.

26.0 DETERMINATION OF CONTRACTOR NON-RESPONSIBILITY AND
CONTRACTOR DEBARMENT

@

]

26.1

Contractor Responsibility and Debarment
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5:01

26.1.1 A responsible Contractor is a Contractor who has demonstrated the

attribute of trustworthiness, as well as quality, fitness, capacity and
experience to satisfactorily perform the contract. It is the
COUNTY's policy to conduct business only with responsible
Contractors.

26.1.2 The CONTRACTOR is hereby notified that, in accordance with

Chapter 2.202 of the County Code, if the COUNTY acquires
information concerning the performance of the CONTRACTOR on
this or other contracts which indicates that the CONTRACTOR is
not responsible, the COUNTY may, in addition to other remedies
provided in the contract, debar the CONTRACTOR from bidding on
COUNTY contracts for a specified period of time not to exceed
three years, and terminate any or all existing contracts the
CONTRACTOR may have with the COUNTY.

26.1.3The COUNTY may debar the CONTRACTOR if the Board of

Supervisors finds, in its discretion, that the CONTRACTOR has
done any of the following: (1) violated any term of a contract with
the COUNTY; (2) committed any act or omission which negatively
reflects on the CONTRACTOR's quality, fitness or capacity to
perform a contract with the COUNTY or any other public entity, or
engaged in a pattern or practice which negatively reflects on same;
(3) committed an act or offense which indicates a lack of business
integrity or business honesty; or (4) made or submitted a faise
claim against the COUNTY or any other public entity.

26.1.4If there is evidence that the CONTRACTOR may be subject to

debarment, the Department will notify the CONTRACTOR in writing
of the evidence which is the basis for the proposed debarment and
will advise the CONTRACTOR of the scheduled date for a
debarment hearing before the Contractor Hearing Board.

26.1.5 The Contractor Hearing Board will conduct a hearing where

evidence on the proposed debarment is presented. The
CONTRACTOR and/or the CONTRACTOR's representative shall
be given an opportunity to submit evidence at that hearing. After
the hearing. the Contractor Hearing Board shall prepare a proposed
decision, which shall contain a recommendation regarding whether
the CONTRACTOR should be debarred, and. if so, the appropriate
length of time of the debarment. if the CONTRACTOR fails to avali
itself of the opportunity to submit evidence to the Contractor
Hearing Board, the CONTRACTOR may be deemed to have
waived all rights of appeal.
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26.1.6 A record of the hearing, the proposed decision and any other
recommendation of the Contractor Hearing Board shall be
presented to the Board of Supervisors. The Board of Supervisors
shall have the right to modify, deny or adopt the proposed decision
and recommendation of the Hearing Board.

26.1.7 These terms shall also apply to subcontractors of COUNTY
contractors.

27.0 LIMITATION OF COUNTY'S OBLIGATION DUE TO NON-APPROPRIATION
OF FUNDS

28.0

27.1

27.2

273

COUNTY's obligation is payable only and solely from funds appropriated
for the purpose of this Agreement.

All funds for pa. ment are conditioned upon thz County Board of
Supervisors' appropriation of sufficient funds for this purpose. Payments
during subsequent fiscal year periods are dependent upon similar Board
of Supervisors’ action.

In the event the County Board of Supervisors does not allocate sufficient
funds for the next succeeding fiscal year to meet the CONTRACTOR's
anticipated obligations to providers under contracts, then services may be:
(1) terminated in their entirety; or (2) reduced in accordance with available
funding as deemed necessary by the COUNTY. COUNTY shall notify
CONTRACTOR in writing of any such non-allocation of funds at the
earliest possibie date.

CONFLICT OF INTEREST

28.1

28.2

No COUNTY employee whose position in COUNTY enables such
employee to influence the award or administration of this Agreement or
any competing Agreement, and no spouse or econumic dependent .
such employee, shall be employed in any capacity by CONTRACTOR
herein, or have any other direct or indirect financial interest in this
Agreement. No officer or employee of COUNTY who may financially
benefit from the provision of services hereunder shall In any way
participate in COUNTY's approval. or ongoing evaluation of such services.
or in any way attempt to unfawfully influence COUNTY s approvar wr
ongoing evaluation of such services.

CONTRACTOR shall comply with all conflict of interest laws, ordinances
and regulations now in effect or hereafter to be enacted during the term of
this Agreement. CONTRACTOR warrants that it 1s not now aware of any
facts which created a conflict of interest. If CONTRACTOR hereafter
becomes aware of any facts which might reasonably be expected !0
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29.0

30.0

31.0

32.0

create a conflict of interest, it shall immediately make full written disciosure
of such facts to COUNTY. Full written disclosure shall include, without
limitation, identification of all persons implicated, and complete description
of all relevant circumstances.

EMPLOYEE BENEFITS AND TAXES

29.1 CONTRACTOR shall be solely responsible for providing to, or on behalf of
its employees, all legally required salaries, wages, benefits, or other
compensation.

29.2 COUNTY shall have no liability or responsibility for any taxes, including,
without limitation, sales, income, employee withholding and/or property
taxes which may be imposed in connection with or resulting from this
Agreement or CONTRACTOR's performance hereunder.

NOTICE TO EMPLOYEES REGARDING THE FEDERAL EARNED INCOME
CREDIT

CONTRACTOR shall notify its employees and shall require each subcontractor
to notify its employees, that they may be eligible for the Federal Earned income
Credit under the federal income tax laws. Such notice shall be provided in
accordance with the requirements set forth in Internai Revenue Services Notice
1015 {Attachment 1.)

CONFIDENTIALITY

CONTRACTOR shall maintain the confidentiality of ail records, including but not
limited to COUNTY records and client records in accordance with all applicable
federal, state and local laws, regulations, ordinances and directives regarding
confidentiality. CONTRACTOR shall inform all of its officers, employees and
agents providing services hereunder of the confidentiality provisions of this
Agreement  All emnioyees of CONTRACT' ™ who have access to confidential
records and data must sign and adhere to tne attached “Employee
Acknowledgment and Confidentiality Agreement”, Exhibit D. CONTRACTOR
shall notify COUNTY of any attempt to obtain confidential records through tne
legal process.

CONTRACT ENFORCEMENT, QUALITY ASSURANCE PLAN, MONITORING.
AND REVIEW

32.1 The Director shall be responsible for the enforcement of this Agreement
on behalf of COUNTY and shall be assisted therein by those officers and
employees of COUNTY having duties in connection with the
administration thereof Director hereby reserves the right to assign such
personnel as are needed to serve as Program Manager in order to inspec*
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34.0

6/01

period prescribed by law. CONTRACTOR shall indemnify, defend, and hold
harmiess, the COUNTY, its officers and employees from employer sanctions and
any other liability which may be assessed against CONTRACTOR or COUNTY in
connection with any alleged violation of Federal statutes or regulations pertaining
to the eligibility for employment of persons performing services under this
Agreement.

CRIMINAL CLEARANCES

34.1

34.2

34.3

For the safety and welfare of the children to be served under this
Agreement, CONTRACTOR agrees, as permitted by law, to ascertain
arrest and conviction records for all current and prospective employees,
independent contractors, volunteers or subcontractors who may come in
contact with children in the course of their work, volunteer activity or
performance of the subcontract and shall maintain such records in the file
of each such person.

CONTRACTOR shall immediately notify COUNTY of any arrest and/or
subsequent conviction, other than for minor traffic offenses, of any
employee, independent contractor, volunteer staff or subcontractor who
may come in contact with children while providing services under this
Agreement when such information becomes known to CONTRACTOR.

CONTRACTOR agrees not to engage or continue to engage the services
of any person convicted of any crime involving harm to children, or any
crime involving conduct inimical to the health, morals, welfare or safety of
others, including but not limited to the offenses specified in Health and
Safety Code, Section 11590 (offenses requiring registration as a
controlled substance offender) and those defined in the following Penal
Code Sections or any other existing or future Pena! Code sections which
address such crimes:

"SECTION TITLE

" Assault with intent to commit mayhem, rape,
unlawful scdomy. unlawfut oral copulation. rape in
concert with another, fascivious acts upon a child,

220 or forcible acts of sexual penetration
2434 ~ Sexual battery
“Assault with a deadly weapon or force likely to
245 _produce great bodily injury
W o Un!a_wfu! sexual intercourse with émr_hi_ﬁlo[}_'_ -
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264.1

"Voluntary acting in concert with another person,

. by force or violence and against the will of the
| victim, committed rape, rape of spouse or forcible
' act of sexual penetration either personally or by
| aiding and abetting the other person

l

272

"Causing, encouraging or contributing to"‘i
dehnquency of person under age 18. !

273

| of person or health.

Great bodily harm or death to child; endangenment -

273ab

“Assault resulting in death of child under 8 years of
._"_"_Q_e,-

273d

| | Infliction of corporal punishment or injury on chlld

'esultmg in traumatic condition.

273g

fDegrading, immoral or vicious practices in the -
~ presence of children.

| child resulting in traumatic condition

" linfliction of corporal punishment or injury on !

. spouse, former spouse, cohabitant, former -
| cohabitant or the mother or father of his or her

“"Sodomy._

290
314

368(b)

t
Loed

a_ Oralcopulation.

" Lewd or iascivious acts upon the body of a chiid
_____under age 14.

“Forcible acts of sexual penetration against the
victim's will

Sex offenders required to register with the chief of
police. sheriff or police of a campus of University
of California, California State University or
~community college

~Indecent exposure.

~ Great bodily harm or death to elder or dependent

adult: Endangerment of person or health cr elder
or dependent adult
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647 (a) & (d) | Disorderly  conduct  relating to |
| lewd/behavior/prostitution.

1 647.6 “Annoyance of or molesting a child under age 18.
: 667.5(c) Violent felony as defined in California Penal Code |
: Section 667.5 (c) :

35.0 CHIiLD SUPPORT COMPLIANCE PROGRAM

6001

35.1

352

CONTRACTOR's Warranty of Adherence to County's Child Support
Compliance Program:

CONTRACTOR acknowledges that COUNTY has established a goal of
ensuring that all inu:viduals who benefit financially from COUNTY through
contract are in compliance with their court-ordered child, family and
spousal support obligations in order to mitigate the economic burden
otherwise imposed upon COUNTY and its taxpayers.

As required by County’s Child Support Compliance Program (County
Code Chapter 2.200) and without limiting CONTRACTOR's duty under
this contract to comply with all applicable provisions of law,
CONTRACTOR warrants that it is now in compliance and shall during the
term of this contract maintain compliance with employment and wage
reporting requirements as required by the Federal Social Security Act (42
USC Section 653a) and California Unemployment insurance Code Section
1088.5, and shall implement all lawfully served Wage and Earnings
Withholding Orders or District Attorney Notice of Wage and Earnings
Assignment for Child and Spousal Support, pursuant to Code of Civil
Pracedure Szction 706.031 and Family Code Section 5246(b).

Termination for Breach of Warranty to Maintain Compliance with County's
Child Support Compliance Program:

352 1Failure of CONTRACTOR to maintain compliance with the
requirements set forth in Section 351 "Contractor's Warranty of
Adherence to County's Child Support Compliance Program  snas
constitute a defauit by CONTRACTOR under this contract. Without
limiting the rights and remedies available to COUNTY under any
other provision of this contract, failure to cure such default within
ninety (80) days of notice by the Los Angeles County District
Attorney shall be grounds upon which the County Board of
Supervisors may terminate this contract pursuant to Section 22 0.
“Termination for Default ”
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353 CONTRACTOR'’s Acknowledgment of County's Commitment to Child

Support Enforcement.

CONTRACTOR acknowledges that COUNTY places a high priority on
enforcement of child support laws and the apprehension of child support
evaders. CONTRACTOR understands that it is COUNTY's policy to
encourage all COUNTY CONTRACTORs to voluntarily post County’s
“L.A’s Most Wanted Delinquent Parents” poster in a prominent position at
CONTRACTOR's place of business. County's District Attorney will supply
CONTRACTOR with the poster to be used.

36.0 FORMER FOSTER YOUTH CONSIDERATION

36.1

36.2

363

Should CONTRACTOR require additional or replacement personnel after
the effective date of this Agreement to peiform services set forth herein,
CONTRACTOR shall give consideration (after COUNTY employees, and
GAIN participants as described in Sections 37.0 and 38.0, respectively) for
any such position(s) to gualified former foster youth. CONTRACTOR shall
notify COUNTY of any new or vacant positions(s) within CONTRACTOR's
firm by sending via U.S. mail or facsimile, a list denoting any position(s) for
which hiring is anticipated to:

Bureau Chief

Bureau of Children and Family Services
Department of Children and Family Services
425 Shatto Place, Room 307

Los Angeles, California 80020

FAX: (213) 383-3773

The notice sent by CONTRACTOR must indicate the position{s)/itle(s) for
vacant or new employment opportunity, description of Lame.
requirements/qualifications for position(s), anticipated pay rate or salary
schedule, the location where application(s) requests for application{s) may
be sent, final date of acceptance for applications and any special
circumstances relevant to the firing procedure for said position(s).

CONTRACTOR is exempt from the provisions of this Sectiorn if it 15 a
government entity.

37.0 CONSIDERATION OF HIRING COUNTY EMPLOYEES TARGETED FOR
LAYOFFS

371

g:01

Should CONTRACTOR require additicnal or replacement personnel after
the effective date of this Agreement to perform the services set forth

28






37.2

37.3

herein, CONTRACTOR shall give first consideration for such employment
openings to qualified permanent COUNTY employees who are targeted
for layoff or qualified former COUNTY employees who are on a
reemployment list during the term of this Agreement.

CONTRACTOR shall notify COUNTY of any new or vacant position(s)
within the CONTRACTOR's personnel who perform services set forth
herein, by sending via U.S. mail or facsimile, a list denoting any
positions(s) for which hiring is anticipated to:

Department of Human Resources
500 West Temple Street, Room 588
Los Angeles, California 90012

FAX: (213) 680-2450

CONTRACTOR is exempt from the provisions of this Section if it is a
governmental entity.

38.0 CONSIDERATION OF HIRING GAIN PARTICIPANTS

801

38.1

38.2

Should CONTRACTOR require additional or replacement personnel or
any other position for which applications are being accepted after the
effective date of this Agreement, CONTRACTOR shall give consideration
for any such employment openings to participants in the County's
Department of Public Sccial Services’ Greater Avenues for Independence
(GAIN) Program who meet CONTRACTOR's minimum qualifications for
the open position.

CONTRACTOR shall send notices to the County’s Department of Public
Social Services offices(s) located nearast to the job location at the
following addresses:

San rernando Valley San Gabriel Valley
14355 Roscoe Blvd. 3629 Santa Anita Ave.
Panorama City. CA 91402 El Monte. CA 91731
South County Scutheast County
2959 Victoria Street 5460 Bandini Bivd.
Rancho Dominguez, CA 90221 Bell, CA 30201

Central and West County
1500 South Figuerca St
LLos Angeles. CA 90015
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39.0

40.0

41.0

42.0

@

&3

38.3 The notice sent by CONTRACTOR must indicate the position(s)ftitle(s) for
vacant or new employment opportunity, description of same,
requirements/qualifications for position(s), anticipated pay rate or salary
schedule, the location where applications/request(s) for applications are
being received, final date of acceptance for applications and any speciat
circumstances relevant to the hiring procedure for said position(s).

38.4 CONTRACTOR is exempt from the provisions of this Section if it is a
governmental entity.

COUNTY LOBBYIST

CONTRACTOR and each County lobbyist or County lobbying firm as defined in
Los Angeles County Code Section 2.160.010, retained by CONTRACTOR, shall
fully comply with Chapter 2.160. Failure on the part of CONTRACTOR or any
County lobbyist or "aunty lobbying firm retained by CONTRACTOR to fully
comply with the County Lobbyist Ordinance shall constitute a material breach of
this Agreement upon which COUNTY may immediately terminate this
Agreement.

NOTICE OF DELAYS

Except as otherwise provided herein, when either party to this Agreement has
knowledge that any actual or potential situation is delaying or threatens to delay
the timely performance of this Agreement, that party shall, within three (3)
working days, give written notice thereof, including all relevant information with
respect thereto, to the other party.

USE OF RECYCLED-CONTENT PAPER

Consistent with the Board of Supervisor's policy to reduce the amount of sofid
waste deposited at the COUNTY landfills, the CONTRACTOR agrees to use
recycled-content paper to the maximum extent possible on the Project.

PROPRIETARY RIGHTS

42 1 COUNTY and CONTRACTOR agree that all software. materials. aata and
information developed under andfor used in connection with this
Agreement shall become the sole property of COUNTY. provided na
CONTRACTOR may retain possession of all working papers prepared By
CONTRACTOR. During and subsequent to the term of this Agreement.
CQUNTY shall have the right to inspect any and ail such working papers.
make copies thereof. and use the working papers and the information
contained therein.
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501

42.2

423

424

42.5

42.6

42.7

Any materiais, data and information not developed under this Agreement,
which CONTRACTOR considers to be proprietary and confidential, shall
be plainly and prominently marked by CONTRACTOR as “TRADE
SECRET,” “PROPRIETARY,” or “CONFIDENTIAL."

COUNTY will use reasonable means to ensure that CONTRACTOR's
proprietary and confidential materials, data and information are
safeguarded and held in confidence. However, COUNTY will notify
CONTRACTOR of any Public Records request for items described in
Section 42.2. COUNTY agrees not to reproduce or distribute such
materials, data and information to non-COUNTY entities without the prior
written permission of CONTRACTOR.

Notwithstanding any other provision of this Agreement, COUNTY shail not
be obligated in ar way under Section 42.3 for:

42.4.1Any material, data and information not plainly and prominently
marked with restrictive legends as set forth in Section 42.2;

42.4.2 Any materials, data and information covered under Section 42.1;
and

4243 Any disclosure of any materials, data and information which
COUNTY is required to make under the California Public Records
Act or otherwise by law.

CONTRACTOR shall protect the security of and keep confidential ail
materials, data and information received or produced under this
Agreement.  Further, CONTRACTOR shall use whatever security
measures are necessary to protect all such materials, data and
information from loss or damage by any cause. including, but not limited
to fire and thoft.

CONTRACTOR shall not disclose to any party any information identifying.
characterizing or relating to any risk, threat. vulnerability. weakness or
problem regarding data security in COUNTY's computer systenis or to any
safeguard. countermeasure. contingency plan. policy or procedure for
data security contemplated or mplemented by COUNTY wihow
COUNTY's prior written consent.

The provisions of Sections 42.4, 42.5, and 42.6 shall survive the expiration
or termination of this Agreement.
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43.0 FIXED ASSETS

Title to all fixed assets purchased with COUNTY funds designated by the
COUNTY for that purpose under this Agreement shall remain with COUNTY. A
“Fixed Asset” is defined hereunder as any equipment costing Five hundred
dollars ($500.00) or more, with a useful life of more than two (2) years. Such
assets shall be maintained and repaired by CONTRACTOR during the term of
this Agreement. CONTRACTOR shall provide an accounting of such assets at
the termination or expiration of this Agreement and shall deliver same to
COUNTY upon COUNTY's written request. CONTRACTOR shall have the
option upon the expiration or termination of the Agreement to acquire such
assets at a price to be mutually agreed upon by COUNTY and CONTRACTOR.

CHILD ABUSE PREVENTION REPORTING

44.1 CONTRACTOR agrees that the safety of the child will always be the first
priority. To ensure the safety of children, CONTRACTOR will immediately
notify COUNTY and the Child Abuse Hotline whenever CONTRACTOR
reasonably suspects that a child has been a victim of abuse and/or is in
danger of future abuse. The CONTRACTOR will remain with the child if
imminent risk is present.

442 CONTRACTOR shall ensure that all known or suspected instances of
child abuse are reported to a child protective agency as defined in Section
11164, et. Seq. of the Penal Code. This responsibility shall inciude:

4421A requirement that all employees, consultants, or agents
performing services under this Agreement who are required by
Penal Code, Section 11166(a), to report child abuse, sign a
statement that he or she knows of the reporting requirements and
will comply with them.

44.2.2 The establishment of procedures to ensure reporting even hen
employees, consultants or agents who are not required to report
child abuse under Calfornia Penal Code Section 11166. gain
knowledge of, or reasonably suspect that a child had been a victim
of abuse or neglect.

4423 The assurance that all employees of CONTRACTOR anrdg
subcontractors understand that the safety of the child is aiways ‘ne
first priority.

45.0 COMMUNITY BUSINESS ENTERPRISES PROGRAM

In accordance with COUNTY policy. CONTRACTOR has submitted a true and |
correct copy of the Certification Application which is attached as Exhibit G.
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46.0 AUTHORIZATION WARRANTY

47.0

CONTRACTOR represents and warrants that the signatory to this Agreement is
fully authorized to obligate CONTRACTOR hereunder and that all corporate acts
necessary to the execution of the Agreement have been accomplished.

DISPUTE RESOLUTION PROCEDURE

47 1

47.2

47.3

47 4

47.5

476

CONTRACTOR and COUNTY agree to act promptly and diligently to
mutually resolve any disputes which may arise with respect to this
Agreement. All such disputes shall be subject to the provisions of this
Section 47.0

CONTRACTOR and COUNTY agree that, the existence and details of a
dispute notwithstanding, both parties shall continue without delay their
performance hereunder, except for any performance which C _UNTY
determines should be delayed as a result of such dispute. COUNTY shall
continue to pay sums not in dispute, during any such period of continued
performance.

In the event of any dispute between the parties with respect to this
Agreement, CONTRACTOR and COUNTY shall submit the matter to their
respective Program Managers for the purpose of endeavoring to resolve
such dispute.

In the event that the Program Managers are unable to resolve the dispute
within a reasonable time not to exceed five (5) working days from the date
of submission of the dispute to them, then the matter shall immediately be
submitted to CONTRACTOR's Assistant to Executive Director and
COUNTY's Regional Administrator for further consideration and
discussion to attempt to resolve the dispute.

In the event that CONTRACTOK s Assistant to Executive Director ana
COUNTY's Regional Administrator are unable tc resolve the dispute within
a reasonable time not to exceed five (5} days from the date of submission
of the dispute to them. then the matter shall immediately be submitted o
CONTRACTOR's Executive Director and to the Director of DCFS for
further consideration and discussion to attempt to resolve the dispute

Al disputes utilizing this dispute resolution procedure shall at eacrn and
every level of escalation be documented in wnting by each party and shall
state the specifics of each alleged dispute and ail actions taken. The
parties shall act in good faith to resolve all disputes. At all levels
described in this Section 47.0. the efforts to resolve a dispute shall be
undertaken by conference  between the parties  respective
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48.0

49.0

477

representatives, either orally (by face-to-face meeting or by telephone), or
in writing (by exchanging of correspondence).

Notwithstanding any other provision of this Agreement, COUNTY's right to
terminate this Agreement pursuant to Section 23.0, Termination for
Default, Section 25.0, Termination for Convenience, or any other
termination provision hereunder, and COUNTY’s right to seek injunctive
relief to enforce the provisions of Section 42.0, Proprietary Rights and
Section 31.0, Confidentiality, shall not be subject to this Section 47.0,
Dispute Resolution Procedure.

COMPLIANCE WITH RULES AND REGULATIONS

CONTRACTOR shall conform to and abide by all rules and reguiations of the
Board of Supervisors insofar as the same or any of them are applicable.

INTERPRETATION C7 CONTRACT

49 .1

492

493

Validity

The invalidity, unenforceability, or illegality of any provision of this
Agreement shall not render the other provisions thereof invalid,
unenforceable, or illegal.

Governing Laws, Jurisdiction and Venue

This Agreement shall be construed in accordance with and governed by
the laws of the State of California. CONTRACTOR agrees and consents
to the exclusive jurisdiction of the courts of the State of California for alt
purposes regarding this Agreemeni and further agrees and consents that
venue of any action brought hereunder shall be exclusively in the
COUNTY of Los Angeles, California.

Waiver

Any waiver by COUNTY of any breach of any one or more of the
covenants. conditions. termrs and agreements herein contained shail not
be construed to be a waiver of any subsequent or other breach of the
same or of any other covenant. condition term or agreement nerein
contained. nor shail failure on the part of COUNTY to require exact Ul
and complete compliance with any of the covenants. conditions, terms or
agreements herein contained be construed as in any manner changing the
terms of this Agreement or stopping COUNTY from enforcing the full
provisions thereof,
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COUNTY OF LOS ANGELES
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

AGREEMENT FOR
MENTAL HEALTH SERVICES

IN WITNESS WHEREOF, the Board of Supervisors of the COUNTY of Los Angeles has
caused this Agreement to be subscribed by its Mayor and the seal of such Board to be
hereto affixed and attested by the Executive Office thereof, and CONTRACTOR has
caused this Agreement to be subscribed in its behalf by its duly authorized officer on the

day, month and year first above written.

The person signing on behalf of the

CONTRACTOR warrants under penalty of perjury that he or she is authorized to bind

the CONTRACTOR.

ATTEST:

VIOLET VARONA-LUKENS
Executive Officgr-Clerk of the

APPROVED AS TO FORM:

8Y I'HE OFFICE OF COUNTY COUNSEL
LLOYD W. PELLMAN, County Counsel

BY Yedli .o
Kathleen Felice
Senior Deputy County Counsel
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CO%S Aﬁ LES
By
Mayor, Board of Supervisors
MAYGR, County of Los Angefes.

TRI-CITY MENTAL HEALTH CENTER

oy e

Name @GARY BARNES

Title _DePUTY DIRECTOR /e Fo
Gs-3775190

Tax |dentification Number

ADOPTED

QARG OF SUPERVISURY

COUNTY OF LS ARG E

15 JUN 19 2¢01

‘;{w de/\.bna; ﬁ-éﬁ.t& Tl
VIOLET VARONA-LUXENS
EXECUTIVE OFFICER






Depanment of the Treasury
Internal Revenue Service
Notice 1015
(Rev. October 2000)

Have You Told Your Employees About the
Earned Income Credit (EIC)?

What Is the EIC?

The EIC is a refundable tax credit for certain workers.

A change ta note. Workers cannot claim the EIC if their
2000 investment income (such as interest and dividends) is
over $2.400.

Which Employees Must | Notify About the EIC?

You must notify each employee who worked for you at any
tune during the year and from whom you did not withhold
income tax. However, you do not have to notify any
employee who claimed exemption from withhoiding on
Form W-4, Employee’s Withholding Allowance Certificate.
Note: You are encouraged to notify each emplayee whose
wages for 2000 are less than $31.152 that he or she may be
ehgeble for the EIC.

How and When Must | Notify My Employees?

You must give the employee one of the following:

® The IRS Form W-2, Wagye and Tax Statement, which has
the required information about the EIC on the back of
Copy B.

® A substitute Form W-2 with the same FIC information an
the back of the empioyee's copy that is on Copy 8 of the
RS form W-2,

® Notice 797, Possible Federal Tax Refund Due to the
Earned income Credit {EIC).

® Your written statement with the same wording as

Natice 797.

If you are required to give Form W-2 and do so on time,
flo further notice is necessary if the Form W-2 has the
renuired information about the EIC on the back of the
e ployee's copy. If a substitute Form W-2 is given on time
but does not have the requirec information. you must notify
the employee within 1 week of the date the substitute Form
W-215 given. If Form W-2 is required but is not given on
lime. you must give the employee Notice 797 or your wntten
statement by the date Form W-2 15 required to be given. I
Form W.2 s not required, you must notify the emp oyee by
February 7. 2001

You Mmust hand the notce directly to the employee or send
1 by First-Class Mai Lo the ernployee’s 1ast known adaress
You wil not rreet the noufication requirernents by posung
Notice 797 or an employee bulletin board or sending it
tnrough office mail. However, you may want 1o post the
notice to help inform all employees of the £ “ou can get
Copies of the rouce by zaling 1-8CG-829-3676 You can asa
get the natice from the (RS Web Sue at www.rs gov

Attachment |

How Will My Employees Know If They Can

Claim the EIC?

The 2000 instructions for Forms 1040, 104CA, and 10D40E7
and Pub. 596, Earned Income Credit, explain who can claim
the EIC. Generally, any employee whao meets the following
requirements may be able to claim the £1C for 2000.

Note: An employee cannot claim the EIC if he or she files
Form 2555 or Form 2555-E2 (relating to foreign earned
mncomel). Also, an employee who is 3 nonresident alien for
any part of 2000 cannot claim the EIC uniess he or she s
married to 3 U S citizen or resident and clects to be taxec
as a resident alien for atlt of 2000.

# The employee’'s 2000 earned income and modified
adjusted gross ncame are both under $27,413 {under
$31.152 if the amployee has more than one qualfying chiid
under $10,38C if the employee does not have a qualifying
child). Earned income for this purpose does not include
amounts paid to iInmates N penal institutions for ther waork
# The employee’s filing status is a ; status except marned
filing a separate return

o The employee {an1 the employee's spouse  filing a joint
return) 1s not a quaiifying chdd of another person

® For an employee without a qualifying child, the emgloyee
IS at feast age 25 but under 65 at the end of 2000, Also, no
one may be entitled to claim the employee as a dependent
and the employee’s home must be i the United States for
aver half of 2000. | the employee is mamed filng a joint
return, other rules apply.

How Do My Employees Claim the EIC?

Eligible employees claim the EiC on their 2000 tax return
Even employees who have no tax withheld ‘rom therr cay
owe no tax can clasm the EIC and get a refund. but they
must file a tax return 1o 90 so. For example, if an empiaye:
has no tax mthaeid in 2000 and owes no tax but 15 caqibie
for a credit of $79. he or she must file a 2000 tax retur '
get the 3797 refunc

How Do My Emplovees Get Advance EIC
Payments?

Engible employees wha cxpect 1o have a guaifying ~res * -
2001 can get par o y

by gwing you a cimoaod Form W-5, Farneg
Advance Payment e YOu must irc
nayments with aag TIMeNE empioys
dayments are nol @ A0 Are nat SubMCl L Da
Ceneraily. the paymis - oo mage from witn .
SOCIA secunty ang Moo Tae tases Tor deraaes, o Fui Y
Tmpicyer 3 Tag Dy

Notice 1015

FEATaa)

Rev "0 2000
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1.0

2.0

3.0

4.0

GENERAL REQUIREMENTS AND PROJECT DESCRIPTION

This section provides the general requirements which CONTRACTOR shall meet, in
addition to the deliverables specified herein, and an overview of the mission of the
COUNTY's Department of Children and Family Services (DCFS).

INTRODUCTION

Mental health services for the Family Preservation Program (FPP) have thus far been
arranged through a Memorandum of Understanding with the COUNTY Department of
Mental Health (DMH). DMH provides such services through its network of community-
based agencies and maximizes revenues for services through the Short-Doyle Medi-
Cal Program. Funding for these services are kept separate from the Family
Preservation allocations given to each FPP Lead Agency and are fransferred to DMH

from DCFS via a Department Service order {DSO).

CONTRACTOR, ‘which services the Pomena Unified School District Child
Development Community Family Preservation Network's jurisdiction receives Short-
Doyle funds directly from the State Department of Mental Health and its planning
efforts are responsive to current legislation implementations.

ISSUES

CONTRACTOR shall ensuie that the following issues are addressed in the
development of all deliverables under this Statement of Work:

3.1 The safety of children under the care of DCFS is of the utmost importance.

3.2  The diverse population of the COUNTY requires a sensitivity to the different
backgrounds and expectations of any targeted population groups.

OBJECTIVES

The objectives of this Agreement are as follows:

41 To provide professional and quality mental heaith services aimed = zmoowe”
families by teaching skills necessary to maintain their famify unit,
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2.0

4.2

43

To accomplish AB 546 Family Preservation legisiation program goals

successfully:

4.2.1 Atleast 75 percent of the children receiving services remain in their homes
for six {8) months after termination of services.

4272

423

During the first (1) year after services are terminated:

4221

4222

At feast 60 percent of the children receiving services remain
at home one (1) year after services are terminated.

The average length of stay in out-of-home care of children
receiving services who have already been removed from
their home is 50 percent less than the average length of stay
in out-of-home care of children who do not receive program
sa2 .ices.

Twao years (2) after the termination of Family Preservation

services:

4.2.3.1

4232

At least 60 percent of the children who were
returned home remain at home.

The average iength of stay in out-of-home care is 50 percent
less than the average length of stay in out-of-nome care for
children who received services as compared to children in
out-of-nome care who do not receive services.

Accept and use Family Preservation funding from DCFS to provide mental

health services

to families referred by Pomona Unified School District Child

Development Community Family Preservation Network as set forth in this
Agreement.

PROJECT ORGANIZATION

COUNTY has designated a Program Manager from DCFS o adgminisiar .
Agreement, monitor CONTRACTOR's activities and provide overall proiect eadﬂrsw o
to ensure that CONTRACTOR's performance hereunzer meets or axczens 02
Agreement requirements and Project Objectives.

COUNTY's Program Manager for this Agreement shail be
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6.0

7.0

Rhelda Randle Shabazz, Program Manager
Department of Children and Family Services
Family Preservation Program

425 Shatto Place, #150

Los Angeles, CA 90020

Phone: (213) 351-5883

PROJECT MANAGEMENT REQUIREMENTS

6.1

6.2

6.3

CONTRACTOR shall interface with COUNTY as required by COUNTY's Program
Manager or his/her designee and shali hereafter be known as "CONTRACTOR"

to COUNTY.

CONTRACTOR shall not schedule any meetings or conduct negotiations under
this Agreement, on behaif of COUNTY or DCFS, without COUNTY's Program
Manager's written approval. COUNTY's Program Manager or his/her designee
shall be notified of any such meetings or negotiations no fater than three (3)
working days prior thereto.

QOverall project coordination between CONTRACTOR and COUNTY shall be
through COUNTY's Program Manager or his/her designee.

TASKS AND DELIVERABLES - INSPECTION OF WORK IN PROGRESS

7.1

7.2

CONTRACTOR agrees that COUNTY's Program Manager or his/her designee(s)
wili have the authority to inspect any and all of CONTRACTOR's client case files.
The purpose of such inspections will be to verify progress as reported by
CONTRACTOR and to ensure that tasks and deliverables are in conformance
with requirements of this Statement of Work. Deviations from these requirements
or any provisions of the Agreement shall be immediately corrected by
CONTRACTOR upon written notice from COUNTY's Program Manager.

CONTRACTOR agrees that the identity of any children or other persons receiving
services from COUNTY is confidential information and subject to the provisions of
Paragraph 31.0 (Confidentiality) of the body of this Agreement. CONTRACTOR
further agrees that such children or persons shall not be depicted or identified
any way in any public service announcements or brochures develop2d under this
Agreement.






8.0

9.0

SCOPE OF WORK

8.1

8.2

General Task: Under this Agreement, CONTRACTOR shall provide mental
health services to clients referred by Multidisciplinary Case Planning Committee
(MCPC) for Pomona Unified School District Child Development Community
Family Preservation Network.

Work Plan;: CONTRACTOR shall perform the tasks and deliverables set forth in
Section 9.0, subject to guidance from the COUNTY's Program Manager. The
Program Manager may request changes in the order of execution of tasks.

CONTRACTOR'S RESPONSIBILITIES

9.1

9.2

CONTRACTOR shall:

Employ the services of qualified professional therapists (licensed or State-waived
Therapist) on their staff in providing mentai health services to qualified clients
referred by MCPC for Pomona Unified School District Child Development
Community Family Preservation Network.

Ensure clients who are referred for mental health services meet the target
population of the Family Preservation Program.

Ensure mental health services shall include, but are not limited toc, assessment.
collateral, full-day and half-day mental heaith support treatment services.

Maintain record of client cases in accordance with the provisions established
under Paragraph 9.3, (Case Management), Subparagraph 9.3.1.

Medication Support Services

9.2.1 CONTRACTOR shalk:

During intake and assessment, CONTRACTOR's siaff psychiatrist shall
determine whether or not medication will be necessary and shali
administer medication as appropriate. If the chilu 1s a dependent of
Juvenile Court, CONTRACTOR shall obtain appropriate court order for
treatment with psychotropic medications from the DCFS Childrer's Socia’
Worker (CSW).
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9.3 Case Management - All Family Preservation referrals shall come to
CONTRACTOR via MCPC. Referrais shali be delivered or faxed by COUNTY to
CONTRACTOR. CONTRACTOR shall direct incoming referrals to its Children's
Services Team Leader who in turn. assigns cases to appropriate staff.

9.3.1 CONTRACTOR shalk
Maintain record of client cases in accordance with the provisions
established under subparagraph 9.3.1.
Provide a written analysis of each referred client's case;

Schedule an appointment with client for intake assessment.

Prepare a thorough written psychological evaluation completed on each
client's treatment plan with clients family/guardian (including medication. if

necessary);

Provide a written case update to the Community Family Preservation
Network (CFPN);

Provide thirty (30) days and quarterly case updates to client's CSW at
DCFS and in-home counselor; case review at DCFS;

Initiate follow-up calls to clients who fail to show for scheduled
appointments. '

9.4 Paricipation in the Fam'ly Preservation Program
9.4.1 CONTRACTOR shall:

Participate in the Family Preservation Program as an extended team member to
help coordinate the planning activities of the Program, assess the on-going
needs of children and their families, identify mental healith resources available in
the community, and develop a collaborative system of service delivery.

Attend MCPC meetings, monthly CFPN meetings ad Task Force meeti 7s.

95 Ensure Parental Consent Ferms (Exhibit C) shall be completed by
CONTRACTOR to share treatment planning progress information with DCFS a~z
the CFPN.

9.5.1 CONTRACTOR shalk:

Maintain Parental consent in client's Family Preservation case ‘e
ensure proper authorization for ai. mentai health services provigeo
children and families in the Family Preservation Program.

ite}
i
L
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9.6 CONTRACTOR shall:
Provide intensive or rehabilitation treatment program for family members who are

at risk of removal from home, school or community as a result of their mental
iliness. Treatment is provided four (4) hours per day or three (3) hours per % day.

APPROVAL OF INVOICES

CONTRACTOR shall submit an invoice in accordance with Instructions for Reports
under Agreement, Exhibit C, which includes a function code for each CONTRACTOR
responsibility to COUNTY's Program Manager monthly for his/her approval. Such
approval shall be in writing and signed by COUNTY's Program Manager.

REJECTION OF iNVOICES

In the event COUNTY deems a CONTRACTOR's performance tc be unsatisfactory.
COUNTY will notify CONTRACTOR, in writing, of the reasons for rejection of such
performance. CONTRACTOR shall then correct the deficiency and resubmit proof of
correction within three (3) working days of receipt of such notice.

COUNTY RESPONSIBILITY

COUNTY will assign such personnel, including a Program Manager, or her/his designee,
as COUNTY, in its sole discretion, deems appropriate. CONTRACTOR shall be given
reasonable access to appropriate personnel, pertinerit documentation, and any
additional information relevant to the Statement of Work developed hereunder.
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Exhibit B

FISCAL YEARS 2001-2004
PRICING AND BILLING SCHEDULE

VENDOR'S NAME: TRI-CITY MENTAL HEALTH CENTER

DELIVERABLE MAXIMUM PRICE
1. MENTAL HEALTH SERVICES (COUNSELING) $2.12 PER MINUTE
2. MEDICATION SUPPORT SERVICES $3.95 PER MINUTE
3. CASE MANAGEMENT SERVICES $1.65 PER MINUTE
4 FAMILY PRESERVATION PROGRAM

MEETINGS $45.00 PER MEETING
3. DAY TREATMENT : $165.63/DAY (4 HOURS)

$117.93 HALF DAY (3 HOURS)

6. REHABILITATION DAY TREATMENT $107.38/DAY (4 HOURS)
$68.80 HALF DAY (3 HOURS)






Tri-City Mental Health Center

Exhibit B-1

Family Preservation Program - Proposed 12-Month Budget
Fiscal Years 2001-2002, 2002-2003, 2003-2004

Service Description Estimated # i Cost per Service ;| Total Cost
of Service Unit
Units

Mental Health Counseling : i

Services 19,891 minutes | $ 2123 42169 .
. Medication Support g' :

Services 900 minutes % 395 8§ 3.555

Case Management L

Servicss 15,002 minutes | $ 165 .S 24753

Family Preservation -

Program Meetings 25 Meetings i 3 4500 % 1.125
! Intensive Day Treatment S
. (Full-Day) " $ 165.63 |

Intensive Day Treatment I

(Half-Day) * '3 117.93

Rehabilitative Day |

Treatment (Full-Day) * : 3 107.38 |

Rehabilitative Day :

Treatment (Half-Day} - 3 68.80 N

Total *35,793 s 71602

=~ As the duration of program meetings is not set, the time invested at these
meetings is not included in the total number of service units (minutes)

* Day Treatment services are services reserved for severe cases, and wili only be
provided to children who meet medical necessity for these services. Tri-City does
not anticipate a need for these services, but would like to retain the ability to
access them if absolutely neces=_.ary.
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Exhibit C
INSTRUCTIONS FOR REPORTS

INTRODUCTION

The following information will assist you in completing your monthly reports to the
Department of Children and Family Services (DCFS) for mental health services for
Pomona Unified School District, Child Development Community Family
Preservation Network. Questions regarding completion should be directed to the
COUNTY’s Program Manager.

SUBMISSION OF REPORTS

The Monthly Client Services report is due to DCFS by the 15th calendar day of
the month following the report month.

County of Los Angeles

Department of Children and Family Services
425 Shatto Place, Room 205

Los Angeles, California 90020

ATTENTION: Erlinda Dryer, Head
Contracting Accounting Section

INSTRUCTIONS FOR COMPLETING REPORTS

A REPORT PROCEDURES

Staff minute totals on all services log must be entered in minutes. but
totaled, then converied into actual monetary amount by multiplying the
Service Function Code by Maximum Price for each service function.

Time required for documenting a service is claimed as part of that service
under Case Management Services.

When more than one staff is providing the service (i.e. co-therapists). the
total staff time will determine the number of uniis to be reported.

B. MONTHLY CLIENT SERVICES LOG

(a) Date of Service. Enter the day the service was provided. (Ther
should be a corresponding date of service entered in the ciient
case record with documentation of the service.)

(b) Client's Identification Number (1.D.) Number - Enter th2 client's LD Numbe-
opposite date the service was provided {All client/famiiies must
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(c)
{d)

(€)

(f)

(3)

have an !.D. Number which normally is the case number.}
Number of Persons Served - Enter number of family members.

Service Function-Maximum Price - Enter the appropriate code:

Counseling Services (C) - Enter minutes of service under the appropriate
subheading.

Medication Support Services (MS) - Enter minutes of service under the
appropriate subheading.

Case Management Services {(CM) - Enter minutes of service under the
appropriate subheading.

Family Preservation Program Meeting (MTG) — Enter the number of
meeting(s) under the appropriate subheading.

Day Treatment (DT) — Enter day or half day unger the appropriate
subheading.

Rehabilitation Day Treatment (RDT) — Enter day or half day under the
appropriate subheading.

Staff Minutes - Enter all staff minutes that are applicable to the referral
relative to the services provided.

Total - Enter total received by multiplying Services Function Maximum Price
by Staff Minutes. Total column F to determine the Total Monthly Charge.

Medi-Cat Eligibility - Enter a check in this column for Medi-Cal eligible
client{s)/family.

PROGRESS NOTES

The Progress Note form is to be completed for client services and maintained in
the client’s case records.

The Progress Note form is a daily record of services provided.

FAMILY PRESERVATION PROGRAM CONSENT RELEASE AND EXCHANGE

INFORMATION FORM

This form must be completed by the client's parents(s)/guardian(s) participating i the
Family Preservation Program.
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Exhibit C
MONTHLY CLIENT SERVICES LOG

AGENCY: Tri-City Mental Health Center Report Month
Purchase Order Number Date of Report 20
(A) (B) (C) (D) (E) (F) (G)
DATE CLIENT'S NUM.OF  SERVICE #OF MED!-
OF MEDI- PER SERV. FUNC.CD MINUTES/ CAL-
SERVICE I|.D# MAX.PRC. MEETINGS ELIG.
TOTAL
—— R S (2% _X = S [ ]
— - N (¥ _x = 5 [ ]
N _ N Qs_x = 5 [ ]
- — _ Qs _x = S [ ]
N _ N (¥ _x _ = 5 [ ]
-— N R Qs _x = S5 [ ]
- . - ¥ _X = S [
— . _ (¥_X = S { ]
TOTAL MONTHLY CHARGE

TO DETERMINE THE TOTAL MONTHLY CHARGE MULTIPLY SERVICE FUNCTION CODES
MAXIMUM PRICE BY NUMBER OF MINUTES/MEETINGS.

COUNSELING (C) = $2.12 PER MINUTE
MEDICATION SUPPORT (MS) = $3.95 PER MINUTE

CASE MANAGEMENT (CM) = $1.65 PER MINUTE

MEETING (W TC) $45.00 PER MEETING

DAY TREATMENT (DT) = $165.63/DAY/$117.93/HALF DAY
REHABILITATION DAY

TREATMENT (RDT) = $107.38/568.80/HALF DAY

Maximum Price rate per minute may be amended by agreement between County and Contracior
but will not exceed State Maximum allowable rate and in no event shall the total maxinum
amount exceed $71.602 annually.

APPROVAL.:
Program Manager Program Manager
Tri-City Mental Health Department of Children and

Family Services
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SAMPLE

PROGRESS NOTES
Date: FM!: Session Number: Place:
Case Name Case Number

Agency Counselor Name

List of Famijly Members Seen

Summary of Services Provided

Goals Accomplished

Factors Interfering with Goal Attainment
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COUNTY OF 1.OS ANGELES
DEPARTMENT OF CHILDREN AND FAMILY SERVICES

FAMILY PRESERVATION PROGRAM (FPP)
CONSENT TO RELEASE AND EXCHANGE INFORMATION

1. CASE NAME 2. CASE NUMBER
3. NAME OF PARENT/GUARDIAN 4. DATE OF BIRTH
5. NAME OF PARENT/GUARDIAN 6. DATE OF BIRTH
7. NAME(S) OF CHILDREN 8. DATE(S) OF BIRTH

9. CONSENT STATEMENT

. I/We understand that as a necessary part of my/our participation in the Family
Preservation Program (FPP}, the agencies involved must have access to records

pertaining to my/our family. Therefore, l/we give permission to the Department of
Chiidren and Family Services {DCFS) to release, disclose, and/or exchange
information about myself and my child(ren) listed above with a Community Family
Preservation Network (CFPN} and the pariicipants in its Family Preservation

' Muitidisciplinary Case Planning Committee {agencies which may include, but are
- not limited to, the Department of Health Services, Mental Heaith, Public Social
+ Services and Education). This consent includes bcth written and ore
- communication about social, medical developmental, psychological. educational,
- behavioral and other individual and family .ssues.

This signed consent form will remain in effect for the duration of my/our family's
participation in the FPP.

10, SIGNATURE OF PARENT(S)/GUARDIAN(S) 11 DATE OF SIGNATURE

{2 CSWS SIGNATURE 773 DATE OF SIGNATURE
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CONDADO DE LOS ANGELES
DEPARTAMENTO DE SERVICIOS PARA NINOS Y FAMILIAS

PROGRAMA DE PRESERVACION FAMILIAR (FPP)
CONSENTIMIENTO PARA REVELAR Y CAMBIAR INFORMATION
1. Nombre del Caso 2. Numero del Caso

3. Nombre del Padre/Madre o Guardian 4. Fecha de Nacimiento

5. Nombre del Padre/Madre o Guardian 6. Fecha de Nacimiento

: 7. Nombre(s) de Nino(s)/Nina(s) 8. Fecha(s) de Nacimiento

9. Declaracion de Consentimiento

Yo/nosotros entiendo/entendemos que como una parte necesaria de mi/nuestra |
participation en el Programa de Preservacion Familiar (FPP), las agencias
involucradas tienen que tener acceso a los archivos pertinentes a mi/nuestra |
familia. Por lo tanto, yo/nosotros le damos nuestro permiso al Departamentc de |
. Servicios para Ninos y Familias (DCFS) para revelar, divulgar, y/o intercambiar !
informacion sobre mi persona y mi nino(s) los antes mencionados con el Grupo .
'de Preservacion Familiar en la Comunidad (CFPN) y con los del Comite !
Multidisciplinario. Estas agencias pueden inciuir, pero no son limitadas a, el
' Departamento de Servicios de Salud, Salud Mental, Servicios Sociales Publicos .
.Y Educacion. Este consentimiento incluve tanto la comunicacion por escrito |
“como la cor  ._acCion oral pertinente a los asuntos sociales, medicos, del
| desarroyo psicologico, educativos, comportamiento y otros asuntos individuals y
famitiars.

' Este consentimiento firmado continuara vigente durante la participacion de mi
familia en el Programa de Preservacion Familiar (FPP).
+10. Firma(s) de Padre(s) o Guardianas 11 Fecha de Firma

12 Firma del Trabajador Social para Ninos 13, Fechade Firma
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Exhibit D

EMPLOYEE ACKNOWLEDGMENT AND
CONFIDENTIALITY STATEMENT

GENERAL

This is to emphasize that it is necessary to protect the confidentality of information
obtained at the Department of Children and Family Services (DCFS). | understand that
my employer, (CONTRACTOR) has entered into a contract with the County of Los
Angeies (COUNTY) to provide various services to the COUNTY.

As an employee of (CONTRACTOR), | must sign this confidentiality agrc ement as a
condition of my work to be provided by (CONTRACTOR) for the COUNTY.

EMPLOYMENT ACKNOWLEDGMENT

| understand that (CONTRACTOR) is my sole employer for purpose of this employment.
| rely exclusively upon (CONTRACTOR) for payment of salary and any and ali other
benefits payable to me or on my behalf during the period of this employment.

| understand and agree that | am not an employee of COUNTY for any purpose and that
| do not have any and will not acquire any rights or benefits from the COUNTY pursuant
to any agreement between my employer, (CONTRACTOR) and the COUNTY.

CONFIBENTIALITY AGREEMENT

As an employee of (CONTRACTORY) involved with work pertaining to COUNTY services,
I may have access to confidential data pertaining to clients of DCFS. This is true of all
information whet-er writter. or oral.

I understand that | may not discuss any situation{s) which couid possibly identify an
individual, nor shall names, addressees. or any other identifying information of applicant.
clients, foster parents. or birth parents ever be discussed. | will not read narratves
letters, documents, or other information except as necessary in the performance of my
duties.
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| hereby agree that | will not divulge to any unauthorized person any information
obtained while performing work pursuant to the contract between (CONTRACTORY) and

the COUNTY.

| agree to refer all request for the release of information received by me to my immediate
supervisor.

| agree to report any and all violations to the above by any other person and/or myself to
my immediate supervisor and | agree to ensure that said supervisor reports such
violation to the DCFS and | agreed to return all materials to my immediate supervisor
upon termination of my employment with (CONTRACTOR).

| acknowledge that violation of this Acknowledgment and Agreement may subject me to
civil ar d/or criminal action end that the COUNTY will seek all possible legal redress.

Name:

Signature Date

Name:

Printed

Position:
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Exhibit E

EQUAL EMPLOYMENT OPPORTUNITY (EEOQ) CERTIFiCATION

Tri-City Mental Health Center
OFFEROR’S NAME
... 3201 Temple Avenue, Suite 250, Pomona, CA 91768-3279 . __
Address

95-3775180
Internal Revenue Service Employer Identification Number

GENERAL

in accordance with the Section 22001, Administrative Code of the County of Los
Angeles, the contractor, supplier, or vendor certifies and agrees that all persons
employed by such firm, its affiliates, subsidiaries, or holding companies are and will be
treated equally by the firm widiout regard to or because of race, religion, ancestry,
national origin or sex and in compliance with all anti-discrimination laws of the United
States of America and the State of California.

OFFEROR'S CERTIFICATION

1. The Offeror has a written policy statement YES [X] NOT 1
prohibiting discrimination in all phases of '
employment.

2. The Offeror periodically conducts a self- YES [x] NOT 1

analysis or utilization analysis of its work force.

3. The Offeror has a system for determining if its TES [x] NOT ]
employment practices are discriminatory against
protected groups.

4, Where probiem areas are identified in employment YES [x] NOT ]
practices, the Offeror has a system for taking
reasonable corrective action to include
establishment of goals or time tables.

_Tri=City Mental Health Cempter— . - .
Name of Firm

Gary Barnes, Deputy Director/CFrQ
Name and Title
e /ﬁ./z/??(—"(—""_‘_'_
’ﬁﬁ?ﬁor{zemnature
TJUNE 7 2ol
Date ;







Exhibit F

DCFS CONTRACT ACCOUNTING AND OPERATING HANDBOOK

The purpose of this Handbook is to establish required accounting, financial reporting, and
internal control standards for entities {(agencies) which contract with the Department of
Children and Family Services (DCFS).

The accounting, financial reporting and internal control standards described in this
Handbook are fundamental. These standards are not intended to be all inclusive or
replace acceptable existing procedures or preclude the use of more sophisticated
methods. instead, this Handbook represents the minimum required procedures and
controls tha* must be incorporated into a CONTRACTOR's accounting and financial
reporting systems. The internal control standards described are those that apply to
organizations with adequate staffing. Organizations with a smaller staff must attempt to
comply with the intent of the standards and implement internal control systems appropriate
to the size of their stafflforgarization. The CONTRACTOR's suktontractors must also
follow these standards uniess otherwise stated in the Agreement.

The Caiifornia Department of Social Services requires that Office of Management and
Budget (OMB) Circular A-122, "Cost Principtes for Monprofit Organizations,” OMB Circular
A-87, “Cost Principles for State and Local Governments,” or OMB Circular A-21, "Cost
Principles for Institutions of Higher Education,” be followed in determining allowable
program costs unless otherwise stated in the CDSS Manual of Policies and Procedures.
Therefore, in addition to the accounting, financial reporting, and internal control standards
described in this Handbook, each DCFS CONTRACTOR must comply with its respective
Agreement, applicable state and federal guidelines and regulations, including the
applicable OMB Circular (e.g., A-122, A-87, or A-21).

A ACCOUNTING AND FINANCIAL REPORTING

1.0  Basis of Accounting

CONTRACTOR may use either the cash or accrual basis of accounting for
recording financia! transactions. However. if CONTRACTOR uses the cash basis
throughout the year, CONTRACTOR's records must be converted fo the accrua:
basis at the end of the year. CONTRACTOR must submit DCFS required reports on
the basis (cash and/or accrual) required by the Agreement. Data included cn sucn
reports must be supported by schedules or other documentation that is readiy
traceable to CONTRACTOR's accounting records.
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Exhibit F

Cash Basis

Under the cash basis, revenues are recorded in the accounting period in which they
are received and expenditures are recorded when the cash is disbursec.

. If the cash basis is used throughout the year, all computations, supporting
documentation (e.g., deposit slips, copies of checks, accounts receivable

ledger, etc.), and explanatory notes used in converting from the cash basis
to the accrual basis must be retained.

Accrual Basis

Under the accrual basis, revenues are recorded in the accounting period in which
they are earned (rather than when cash is received). Expenditures are recorded in
the accounting period in which they are incurred (rather thar when cash is
disbursed).

Accruals

Accruals shall be recorded observing the foliowing:

. Only accruais where cash will be disbursed within six months of the accrual
date should be recorded.

o Recorded accruals must be reversed in the subsequent accounting period.
Prepaid Expenses

Prepaid expenses (e.g., insurance, service agreements, lease agreements, etc.
should only be expensed during a given Agreement year to the extent goods and
services are received during that Agreement year.

Accounting System

Double Entry System

CONTRACTOR shall maintain a double entry accounting system iutilizing 12cits

and credits) with a General Journal. Cash Receipts Jaurnal, Cash Disbursemer®s
Journal. General Ledger and Payroll Ledger.
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General Journal

A General Journal shall be maintained for recording adjusting entries, reversing
entries, closing entries, and other financial fransactions not involving cash. Entries
into the General Journal must be in chronological order with sufficient explanatory
notes.

Example:  Rent Expense (debit) $1,000
Rent Payable (credit) $1.000

To record accrued rent for March 31, 200X
Cash Receipts Journat
A Cash Receipts Jcurnz! shall be maintained for recording all cash receipts {e.g.,

COUNTY warrants, contributions, interest income, etc.). The Cisn receipts
Journal shall, at a minimum, contain the following information:

. Date

. Receipt number

. Description (must specify the source of cash receipts)
. Cash debit amount

Income credit account title(s) and amount(s):

. COUNTY payments (one per program)

» Contributions

. Other income (grants, sales, rental income, miscellaneous fees, etc.)

Cash Disbursements Journal

A Cash Disbursements Journal shall be maintained for recording =il cash
disburesaments {e.g., rent utilites, suppli-~ etc.). The Cash Disbursements Jour—=:
shall, at a minimum, contain the following mformation:

Date

Check number

Cash credit amount

Expense account title{s) and amount(s)

Description {must specify the nature of the expense and the corresconding
expense classification)

. & & @
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Payroll Ledger

A Payroll Ledger should be maintained for recording all payroll transactions. The
Payroll Ledger shall contain {minimum requirements} the following information:

Name

Position

Social Security number
Salary or hourly wage
Payment record including:

. 2 » & =

Accruai period

Gross pay

temized payroll deductions
Check number

Net pay amc .nt

eI e R s 2= o

General Ledger

A General Ledger shall be maintained with accounts for all assets, liabtlities, fund
balances, expenditures, and revenues. Separate accounts or cost centers must be
maintained to record expenses and revenues for each of the CONTRACTOR's
programs and contracts.

Chart of Accounts

A Chart of Accounts shall be maintained. Each account title must clearly identify
he nature of the transaction(s) posted to the account.

CONTRACTOR must consistently post transactions thai are of a similar nature to
the same account. For example, all expenses related to travel shall be posted to
the account titled "travel” or "travel expense" and not intermingled witr other
expenses.

Records

Adequate care shall be exercised to safeguard tne accounung records arg
supporting documentation. Any destruction or theft of the CONTRACTOR s
accounting records or supporting documentation snali be immediately reponed 2
the DCFS Program Manager.
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Retention

All accounting records (e.g., journals, ledgers, etc.), financial records and
supporting documentation (e.g., invoices, receipts, checks, etc.) must be retained
for a minimum of five years after the termination of the CONTRACTOR's
Agreement.

Supporting Documentation

All revenues and expenditures shall be supported by original vouchers, invoices.
receipts, or other documentation and shall be maintained in the manner described
herein,

Invoices, receipts and canceled checks will be required to support an outlay of
Program funds. Unsupported disbursements wiil be disallcved on audit
CONTRACTOR will be required to repay COUNTY for all disallowed costs
Photocopied invoices or receipts, any internally generated documents (ie.
vouchers, request for check forms, requisitions, etc.), and account statements do
not constitute supporting documentation for purchases.

Supporting documentation is required for various types of expenditures as follows:

Payroll - time and attendance records signed by the employee and approved in
writing by the supervisor, time distribution records by program (accounting for total
work time on a daily basis) for all employees, records showing actual expenditures
for Social Security and unemployment insurance, State and Federal quarterly tax
returns, Federal W-Z forms, and Federal W-4 forms.

Consultant Services - contracts, time and attendance records, travel vouchers
detailing purpose, time and location of travel, purchase orders and invoices for
supplies.

Travel - travel policies of the CONTRACTOR (written); travel expense vouchers
showing location, date and time of travel. purpese of trip. and rates claimed: venicie
mileage logs showing dates, destination and headquarters, purpose of triz and

mileage. Travel related to conferences should include conference 'terature
detailing purpose of the cenference.
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Meal per diem expenses for approved out-of-town travel dates shall be accepted
without a receipt up to the following maximum rates:

Breakfast $ 875
Lunch $11.25
Dinner $28.25

Reimbursement for actual receipts or per diem rates shall not exceed $48.25 per
day when three meals are purchased on any one day.

Receipts shall be required for lodging for approved out-of-town travel dates.
Maximurn reimbursable lodging amount is $110.50 for a single occupancy hotel
accommodation.

Operating Expenses (e.g., utilities, office supplies, equipment rentals, etc.) - bona
fide contracts or lease agreements, if any, and invoices detailing the cost of items
purchased will constitute the primary sunporting documentation. For internal
control purposes, the CONTRACTOR may maintain vouchers, purchase orders,
requisitions, stock received reports, bilis of lading, etc.

Filing
All relevant supporting documentation for reported program expenditures and

revenues shall be filed in a systematic and consistent manner. It is recommended
that supporting documents be filed as follows:

» Checks - numerically

. {nvoices - vendor name and date

. Vouchers - numerically

. Receipts - numerically

. T _cards - pay period and alphabetically
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Referencing

Accounting transactions posted to the CONTRACTOR's books shall be
appropriately cross-referenced to supporting documentation. It is recommended
that expenditure transactions on the CONTRACTOR's books be cross-referenced
to the supporting documentation as follows:

. Invoices - vendor name and date
. Checks - number

. Vouchers - number

. Revenue - receipt number

Supporting documentation for non-payroli  expenditures {i.e., operating
expenditures) should be cross-referenced to the corresponding check issued for
payment. If multiple invoices are paid with one check, all related invoices should be
bound together and cross-referenced to the check issued for paymert.

Donations and other Sources of Revenue

Restricted donations and other sources of revenue earmarked specificaily for the
Program must be utilized on aliowable Program expenditures during the Agreement
year in which they are received.

Single Audit Requirements

OMB Circulars A-128, "Audits of State and Local Governments” and A-133, "Audits
of Institutions of Higher Learning and Other Non-Profit Organizations” require that
certain organizations receiving federal awards, inciuding pass-through awards.
have annual audits. Details are contained in the respective Circulars.

A copy of any Single Audit reports must be filed with the DCFS Finance Officer
within the timeframes prescribed by the applicabie Circular.

Subcontracts

No CONTRACTOR shall subcontract services without the prior written consan: o7
DCFS Program Manager.






1.0

1.1

1.2

1.3

Exhibit F

CONTRACTOR shall provide DCFS Program Manager with copies of all executed
subcontracts and shall be responsible for the performance of their subcontractors.

INTERNAL CONTROLS

Internal controls safeguard the CONTRACTOR's assets from misappropriations,
misstatements or misuse. Each CONTRACTOR shall prepare necessary written
procedures establishing internal controls for its personnel. The CONTRACTOR

shall instruct all of its personnel in these procedures and continuously monitor
operations to ensure compliance with them.

Cash Receipts
Separate Fund or Cost Center
All Program revenues shu:: be maintained in a bank account. If revenues from other
programs are maintained in the same bank account, revenues for each program

must be clearly identifiable on the accounting records through the use of cost
centers or separate accounts.

Deposits
All checks shall be restrictively endorsed onn receipt.

Cash received shall be recorded on pre-numbered receipts. Checks shall be
recorded on a check remittance log at the time of receipt.

Cash receipts (i.e., cash and checks) totaling $100 or more shall be deposited
within one day of receipt. Collections of less than $100 may be heid and deposited
weekly or when the total reaches 3100, whichever occurs first.

Duplicate deposit slips shall be retained and filed chronoiogically, and shali contain
sufficient reference infermation for come-rison to the Cash Receipts Journal (and
individual receipts. if applicable).

Separation of Duties

An employee who does not handle cash shall record all zash receipts.
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Bank Reconciliations

Bank statements should be received and reconciled by someone with no cash
handling, check writing, or bookkeeping functions.

Monthly bank reconciliations should be prepared within 30 days of the bank
statement date and reviewed by management for appropriateness and accuracy.
The bank reconciliations should be signed by both the preparer and the reviewer.
Reconciling items shouid be resolved timely.

Disbursements
General
All disbursements for expenditures, other than petty cash, shall be made by check.

Blank check stock shall be secured and accounted for to preclude unauthonized
use.

Checks shall not be payable to “cash" or signea in advance. Checks written to
employees for reimbursement of out-of-pocket costs must be supported by receipts
and invoices.

If the bookkeeper signs checks, a second signature shail be required on the
checks.

Voided checks shall be marked void with the signature block cut out. The voided
checks must be filed with the canceled checks.

Unclaimed or undelivered checks shall be canceled periodically.

All supporting documentation shall be referenced to check numbers and marked
"paid" or otherwise canceled to prevent reuse or duplicate payments.

Disbursements without adequate supporting documentation will be disallcwed o~
audit,
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Approvals and Separation of Duties

Employees responsible for approving cash disbursements and/or signing of checks
shall examine all supporting documentation at the time the checks are approved
and signed.

All disbursements, excluding petty cash purchases, shall be approved by persons
independent of check preparation and bookkeeping activities.

Petty Cash

A petty cash fund up to $100 may be maintained for payment of small incidental
expenses incurred by the CONTRACTOR (e.g., postage due, small purchases of
office supply items, etc.). The CONTRACTOR must obtain written approval from
the DCFS Program Manager to establish a petty cash fund greater *yan $100.

Petty cash disbursements must be supported by invoices, store receipts or other
external authenticating documents indicating the item purchased and the empioyee
making the purchase. In the event that outside (external} supporting
documentation is not obtainable for minor dishursements (under $10), such as
parking meters, etc., then documentation shall be considered as proper supporting
documentation on a basis of reasonableness. Petty cash disbursements shouid not
be used as a substitute for normal purchasing and disbursement practices (i.e..
payment by check).

The petty cash fund shall be maintained on an imprest basis. A check should be
drawn to set up the fund and to make pertodic reimbursements. Receipts.
vouchers, etc., supporting each fund replenishment must be bound together. filed
chronclogically and cross referenced to the reimbursement check.

Credit Cards

The use of credit cards, both CONTRACTOR issued credit cards and an
employee's personal credit cards used on behalf of the CONTRACTOR, should pe
limited to purchases where normal purchasing and disbursement practices are not
suitable.

Credit cards 1ssued in the CONTRACTOR s name must be adequately protaciea

and usage monitored {o ensure that only authonzea and necessary items are
purchased.

10
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Credit card purchases should be pre-approved by CONTRACTOR management to
ensure that they are necessary and can not bz filed by normal purchasing
methods.

All credit card disbursements must be supported by original invoices, store receipts
or other external authenticating documents indicating the item purchased and the
employee making the purchase. Credit card statements are not sufficient support
for credit card purchases. :

Timekeeping
Timecards

Timecards must be prepared for each pay period. Timecards must indicate total
hours worked each day by program and total hours charged to each of the
CONTRACTOR’s programs.

All timecards must be signed in ink by the employee and the employee's supervisor
to certify the accuracy of the reported time.

Personnel and Payroll Records

Adequate security must be maintained ‘over personnel and payroll records with
access restricted to authorized individuals.

Personnel and payroil records should include {but not be limited to) the following:

Employee's authorized salary rate

Empioyee information sheet

Resume and/or application

Proof of qualifications for the position, if required (e.g., notarized copy or
criginal dipioma license, etc.)

Performance evaluations

Criminal record ciearance

Citizenship status

Benefit balances (e g., sick time. vacation. etc.}

11
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Benefit Balances

Employee benefit balances (e.g., sick time, vacation, personal time, etc.) should be
maintained on at least a monthly basis. Benefit balances should be increased
when benefit hours are earned and decreased as hours are used.

Limitations on Positions and Salaries

If an employee serves in the same or dual capacities under more than one
Agreement or program, the employee may not charge more than 1060% of their time
to the contracts or programs taken as a whole. Salaried employees who work less
than 40 hours per week shall be paid a salary that corresponds with the employee’s
work schedule.

The salary expense of salaried employees working on more than one Agreement or
program shall be alloca -d to each program based on the ratio of the number of
hours worked on each program during the pay period to the total number hours
worked during the pay period.

Separation of Duties

Payroll checks should be distributed by persons not involved in timekeeping.
preparing of payroll, or reconciling bank accounts.

All employee hires and terminations, or pay rate changes. shail be approved by
authorized persons independent of payroll functions.

Fixed Assets

A fixed asset is defined as an article of nonexpendabie tangible personal property
having a useful life of more than two year(s) and an acquisition cost of 3500 or
more per unit.

Acquisition cost means the net invoice unit price of an item, including the cost of

any modifications. attachments. accessories. or auxiliary apparatus necessary o
make it usable for the purpose for which it was acquired

12



L



4.1

4.2

43

Exhibit F

Identification & Inventory

All fixed assets purchased with Program funds are to be used solely for the benefit
of the Program and should be appropriately tagged.

Each CONTRACTOR shall maintain a current listing of fixed assets, including the
item description, serial number, date of purchase, acquisition cost and sources of
funding.

An inventory of all fixed assets should be conducted at least once each year to
ensure that all fixed assets are accounted for and maintained in “roper working
order.

Security

Physical security should be adequately maintaired over fixed assets to prevent
misuse and defalcation of Program property.

Property Management

The CONTRACTOR shall assume responsibility and accountability for the
maintenance of all non-expendable property purchased. leased, or rented with
Program funds.

Fixed assets may not be ordered or purchased by the CONTRACTOR during the
fast three months of the Agreement period, unless prior written approval is obtained
from DCFS Program Manager.

The CONTRACTOR shail report promptly, in writing, to the DCFS Program
Manager all cases of burglary, loss, damage, or destruction of fixed assets. The
report shall contain at a minimum, item identification. recorded value. facts reiating
to loss. and a copy of the taw enforcement CONTRACTOR report.

At no time will fixed assets be disposed of, transferred to another CONTRACTOR

or used for other than Program purposes without prior written approva: from DCFS
Program Manager.

13
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COST PRINCIPLES
Policy

It is the intent of the COUNTY to provide Program funds for the purpose of
CONTRACTOR providing services required by this Agreement. CONTRACTOR
shall use these funds on actual expenses in an economical and efficient manner
insofar as they are reasonable, proper and necessary costs of providing services
and are allowable in accordance with the applicable OMB Circular.

Limitations on Expenditures of Program Funds

CONTRACTOR shall comply with the Agreement and the applicable OMB Circular.
The Circular defines direct and indirect costs, discusses allowable cost allocation
procedures and the development of Indirect Cost Rates, and specifically addresses
the allowability of a variety of different costs.

If a CONTRACTOR is unsure of the allowability of any particular type of cost or
individual cost, the CONTRACTOR shouid request advance written approval from
DCFS Program Manager prior to incurring the cost.

Expenses Incurred Outside the Agreement Period

Expenses charged against pregram funds may not be incurred prior to the effective
date of the Agreement or subsequent to the Agreement termination date.

Necessary, Proper & Reasonabie

Only those expenditures that are necessary, proper and reasonable to carry out the
purposes and activities of the Program are allowable.

Allocable Costs

For CONTRACTORS that provide services in addition to the services requirec for
this Program, the CONTRACTOR shall ailocate expeanditures that benefit various
programs or funding scurces on an eguitable basis.

In accordance with the applicable OMB Circular . agencies shall defin: therr

aliccable costs as either direct or indirect costs (as defined below) and allocate
each cost using the basis most appropriate and feasible.

14
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The CONTRACTOR shall maintain documentation related to the allocation of
expenses (e.g., timecards, time summaries, square footage measurements,
number of employees, etc.).

Under no circumstances shall aliocated costs be charged to an extent greater than

- 100% of actual costs or the same cost be charged both directly and indirectly.

Direct Costs

Direct costs are those costs that can be identified specifically with a particular finai
cost objective (i.e.. a particular program, service, or other direct activity of an
organization). Examples of direct costs include salaries and benefits o nloyees
working on the program, supplies and other items gurchased specifically for the
program, costs related to space used by employees working on the program, etc.

For alt employees, other than general and administrative, the hours spent on each
program (activity) should be recorded on employees' timecards and the payroil
expense shouid be treated as direct charges and distributed on the basis of
recorded hours spent on each program.

Joint costs (i.e., costs that benefit more than one program or activity) which can be
distributed in reasonable proportion to the benefits received may also be direct
costs.

Examples of bases for allocating joint costs as direct costs:

Number of direct hours spent on each program
Number of emplc_ ecs in each pre _ am
Square footage occupied by each program
Relative revenue volume

Relative expenditure volume

Other equitable methods of allocation

Indirect Costs

Indirect costs are those costs that have been incurred for common or joint
objectives and cannot be readily identified with a particuiar final cost objective.
Examples of indirect costs include salaries, employee benefits. supplies. anu other
costs related to general administration of the organization. depreciation and use
allowances, and the salaries and expenses of executive officers. versonne’
administration, and accounting.

15
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Examples of bases for allocating indirect costs;

. Total direct salaries and wages
» Total direct costs (excluding capital expenditures and other distorting items
such as subcontractor payments)

Acceptable Indirect Cost Aliocation Methods

OMB Circulars describe the following allowable methods for allocating indirect
costs.

Simplified alic. 4ti. - method
Direct allocation method
Multiple allocation base method
Negotiated indirect cost rate

Simplified Allocation Method

This method can be used when an organization's major functions benefit from its
indirect costs to approximately the same degree. Using this method, all allocable
costs are considered indirect costs and an indirect cost rate is determined by
dividing total allowable indirect costs by an eqguitable distribution base.

Example

Agency-wide indirect costs S 250,000
Less: Capital expenditures 10,000
Allocable indirect costs 240,000
Total agency-wide direct salarie. 1.000.000
Indirect cost rate 24%
FProgram direct salaries 100,000
Program indirect costs S 24,000

16
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Direct Allocation Method

This method can also be used when an organization's major functions benefit from
its indirect costs to approximately the same degree. Using this method, alt costs
except general administration and general expenses are treated as direct costs.
Joint costs for depreciation, rental, facilities maintenance, telephone, and other
similar expenses are prorated individually to each direct activity on a btasis
appropriate for that type of cost.

The remaining costs, which consist exclusively of general administration and
general expenses are then allocated using the simplified allocation method
previously discussed.

Multiple Allocation Base Method

This method can be used when an organization’s major functions benefit from its
tndirect costs in varying degrees. Using this method, indirect costs are grouped to
permit allocation of each grouping on the basis of the benefits provided to the major
functions. Each grouping is then allocated individually using the basis most
appropriate for the grouping being allocated.

Negotiated Indirect Cost Rates

Agencies have the option of negotiating an indirect cost rate or rates for use on all
their Federal programs. The CONTRACTOR must submit a cost allocation plan to

- the federal agency providing the most funds to the organization. The approved

indirect cost rate is then applied to the total approved direct cost base.
Cost Allocation Plan

if required by COUNTY. CONTRACTOR shall comply with the provisions of this
Section.

If the CONTRACTOR has a negotiated indirect cost rate approved by a ‘edera
agency, it shall submit a copy of the approval letter when requested by DCFS.

17
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if the CONTRACTOR does not have a negotiated indirect cost rate,
CONTRACTOR shall submit to DCFS Program Manager an annual Agency-wide
Cost Allocation Plan. This document shall be submitted by May 1st for the fiscal
years beginning on July 1st or August 1 for the federal fiscal year (October 1 -
September 30). For first-time CONTRACTORS, the plan for the initial Agreement
year must be submitted within ninety days of Agreement execution. The
timeframes may be revised upon written notice by DCFS Program Manager. The
Cost Allocation Plan shall be prepared in accordance ith DCFS instructions and
the applicable OMB Circular and include the following information:

1. CONTRACTOR general accounting policies:

. Basis of accounting (cash or accrual)

. Fiscal year

. Method for allocating indirect costs (simplified, direct, multipie.
negotiated rate)

. Indirect cost rate allocation base

2. Identify the CONTRACTCOR's direct and indirect costs (by category) and

describe the cost allocation methodology for each category.

3. Signature of CONTRACTOR management certifying the accuracy of the

Plan.

4. If CONTRACTOR has a Federaily approved indirect cost rate,

CONTRACTOR shall submit a copy of the approval letter to COUNTY upon
request in lieu of the requirements of this Sextion.

Payments to Affiliated Organizations or Persons

CONTRACTORSs shall not make payments to affiliated organizations or persons for
pragram expenses (e.g., salaries, services. rent, etc} that exceed the lowser of
actual cost or the reasonable cost for such expenses. A reasonable cost shali be
the price that would be paid by one party to another when the parties are deaing at
arm's length (fair market price).

Organizations or persons (related paries) related to the CONTRACTOR or its
members by bicod, marriage, or through legal organization (incorporation.
partnership, association. etc.) will be considered affiiated for ourposes of this
Agreement. DCFS shall be solely responsibie for the determination of affiliation
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Payments to affiliated organizations or persons wili be disallowed on audit to the
extent the payments exceed the lower of actual costs or the reasonable costs for
such items.

Rental costs for real property and equipment owned by the CONTRACTOR or a
related party are not allowable. Allowable costs in these circumstances are limited
to use aliowances or depreciation as specified in the applicable OMB Circular,
unlevs otherwise approved by DCFS Program Manager or allowed by other State or
federal reguiations.

Unallowable Costs

OMB Circulars address the allowability of a variety of different costs. For all costs.
there are certain restrictions and limitations; however, the following costs are not
allowable under any circumstances:

. Bad debts

. Contingency provisions
Contributions and donations
Fines and penailties
Fundraising activities
interest expense

Losses on other awards

Overpayments

If upon audit, or at any time during the Agreement year, it is determined that
invoices submitted to DC‘S and xd as a3 basis for payments to -
CONTRACTOR were inaccurate, DCFS shall determine the total cverpayment and
require the CONTRACTOR to repay DCFS. DCFS may withhold payments from
CONTRACTOR's future payments for any amounts not returned t the COUNTY cr
credited to the Program fund unless otherwise prohibited by State or ‘ederz
regulations.
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MISCELLANEOUS REQUIREMENTS

Insurance

CONTRACTOR is responsible for securing and maintaining insurance coverage as
required by the Agreement. CONTRACTOR must notify DCFS Contracts Manager
when insurance is revoked, reduced to a level of coverage less than required. o
otherwise made ineffective.

insurance shall include an endorsement naming the COUNTY of Los Angeles or

" the Department of Children and Family Services as an additionat insured.

Political Activity

No funds, materials, property, or services contributed to the COUNTY or the
CONTRACTOR under this Agreement shall be used in the performance of any
political activity, the election of any candidate, or the defeat of any candidate for

public office.
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LAC/CBE SANCTIONS

1. A person or business shall not:

a. Knowingly and with the intent to defraud, fraudulently obtain, retain, attempt to obtain or retain, or aid another
in fraudulently obtaining, retaining or atempting to obtain or retain, acceptance or certification as a minority or
women business enterprise, or both, for the purposes of this article.

b. Willfully and knowingly make a false statement with the intent to defraud, whether by affidavit, report, or other
representation, to a County official or employee for the purpose of influencing the acceptance or certification or
denial of acceptance or certification of an: entity as a minority or women business enterprise, or both.

€. Willfully and knowingly obstruct, impede, or attempt 1o obstruct or impede. any county official or emplovee who
is investigating the quahifications of a business entity which has requested acceptance or certification as a
mincrity or women business enterprise, or both.

d. Knowingly and with intent to defraud. fraudulently obtain, artempt or obrain, or aid another person or business in
fracdulently obtaining or attempting to obtain, public moneys to which the person or business is not entitled
under this article.

2. Any person or business who violates paragraph (1) shall be suspended from bidding on, or participating as contractor,
subcontractor, or supplier in any County contraci or project for a period of three years.

3 No County agency with the powers to award contracts shall enter into any contract with any person or business suspenel..]
for violating this section during the period of the person’s or business' suspension. No awarding depariment shatl award s
contract 1o any contractor utilizing the services of any person or business as a subcontractor suspended for violatiag this
section during the period of the person's or business suspension.

I acknowledge, that the undersigned, on behalf of himself or herself individually and on hehalf of his or her business or
organization, if any, is fully aware of the above policy of the County of Los Angeles and | declare under penalty at perps
the foregoing Firm/Organization Information is true and correet,

Tri-C..y Mental Health Center

Name of Firm
Gary Barnes, Deputy Director/CFO
Name and Title .,

,.____// - ' ';—M%—-—-ff -

Authcrized Signatuzre _
TUNE ‘7/] RCO{

Date
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LOS ANGELES COUNTY COMMUNITY BUSINESS ENTERPRISE (LAC/CBE) PROGRAM

FIRM/ORGANIZATION INFORMATION

INSTRUCTIONS: Ali bidders responding to this solicitation must return this form for proper consideration of the bid. The
information requested below is for statistical purposes only. On final analysis and consideration of award, contractorfvendor will be
selected without regard to gender, race, creed, or color. Categories listed below are based on those described in 49 CFR §23.5.

TYPE OF BUSINESS STRUCTURE: Tri-City Mental Health Center —
{Corporabon, Limited Liability Company, Parmership, Sole Proprietorstup, etc.)
T T FEWIERS AUTHeR ;T'?/

TOTAL NUMBER OF EMPLOYEES IN FIRM (including owners): 355

CULTURAL/ETHNIC COMPOSITION OF FIRM (Partners, Associate Partners, Managers, Staff, etc.). Please break down
the above total number of employees into the foilowing categories:

OWNERS/PARTNERS/
ASSOCIATE PARTNERS MAMAGERS STAFF
Black/African American 7 47
Hispanic/Latin American | 6 139 J:
i
Asian American : 30 .
American Indiar/Alaskan Native 0 2

White ‘ 17 106 ;

Based on the above categories, please indicate the il numbers of men and women in the firm:

Male 16 118

Female ! 15 196

PERCENTAGE OF OWNERSHIP IN FIRM Please indicate by percentage (%) how ownership of the firm is distributed

Black/ i Hispanic/Latin

American Indian/

et American Aslan Amencan Adasran Native
American ~ ‘ l
| :
.len 7 i 7 | f‘r '

Wamen ! o : " ! o

CERTIFICATION AS MINORITY, WOMEN, DISADVANTAGED, AND  DISABLEDY METERANS B SIN S~
ENTERPRISES [s veur tirm currently certified as a minority, women-mvaned, disadsy amazed or disablod seierars S e o0
by a public agency? ¢If ves, complete the tollowing and attach a copy of vour notice of certification

NO - .
MowW DDA
Agency _ e Fxprration Due
Ageney P . Frmiraton Doy
Agency ~ S Expirution Dae
Ageney o Expuration Dhae

LEGEND: M = Minorinv: W = Women: D = Dradvaniaged, DV = Disghied Vewerans
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LAC/CBE SANCTIONS

A person or business shall not:

Knowingly and with the intent to defraud, fraudulently obtain, retain, attempt to obtain or retain, or aid another

in fraudulently obtaining, retaining or attempting to obtain or retain, acceptance or certification as a minority or
women business enterprise, or both, for the purposes of this article.

Willfully and knowingly make a false statement with the intent to defraud, whether by affidavit, report, or other

reprasentation, to a County official or employee for the purpose of influencing the acceptance or certification vr
denial of acceptance or certification of an* entity as a minority or women business enterprise. or both.

Willfully and knowingly obstruct, impede, or attempt to obstruct or impede, any ounty offt~ial ar emploves whw
is investigating the quulificavions of a business entity which has requested acceptance or cerr " ror: as a
minerity or women business enterprise, or both.

Knowingly and with intent to defraud, fraudulently obtain, attempt or obtain, or aid another person ur businzss ir

fraudutently obtaining or attempting to obtain, public moneys to which the person or business is not enturted

under this article.

Any person or business who violates paragraph (1) shail be suspended from bidding on, or participaling as Conractor,
subcontractor, or supplier in any County contract or project for a period of three years.

No County agency with the powers (o award contracts shall enter into any contract with any person or business suspences
for violating this section during the period of the persen’s or business' suspension. No awarding depariment shall award «
contract to any coniractor utilizing the services of any person or business as a subcontractor susperded for violaning his

section during the period of the person's or business suspension.

[ acknowledge, that the undersigned, on behalf of himseif or herself individually and on hehalf of his or her business o

organization, if any, is fully aware of the above policy of the County of Los Angeles and 1 declare under penaity of peniur. 1o

the foregoing Firm/Organization Information 1s true and correct.

Tri-City mental Health Center

Name of Firm
Gary BRarnes, Deputy Director/CroQ

Name and Titl/e,? e
P A L R PP

Authorized Signatucre
JOUNE 7 200

Date







Exhibit H

OMB CIRCULAR NO. A-87

COST PRINCIPLES FOR STATE,
LOCAL AND INDIAN TRIBAL GOVERNMENTS






26490 Federal Register

/ Val. 60. No. 95 / Wednesdav. May

17. 1995 / Notices

1s3ue codified regulations to implement the

provistons of this Circular and 10

Anachments by Sepember 1. 1935
8 OMB Responsibiities. The Office of

Manapement and Budget (OMB) will review
agency regulatiors and implementanon of
this Circular. and will provide policy
\nterpretations and assistance to insure
effectrve and effident unpiementation. Any
exceptions will be subject 10 approval by
OME. Exceptions will only be made 1n
paracular cases where adequate justification
is presented.

9. Information Contact. Further
information concerning this Circular may be
obtained bv contacting the Office of Federal
Financiai Management. Financial Standards
and Reporung Branch. Office of Management
and Budget Washington, DC 20503,
teiephone 202-395-3993.

10. Polcy weview Date. OMB Circular A-
87 will have a policy review tivee years from
the date of issuance. .

11. Effecuve Date. This Circular 1s effective
as foliows
—For costs charged indirectly or otherwise

cavered by the cost allocation plans

described in Atechments C. D and E. this
revision shall be applied t cost atlocation
plans and indirect cost propesals
submitted or prepared for a povernmental
unut's fiscal year that begins on or after

September 1. 1995.

—For other costs. thas revision shall be
applied to all awards or amendments,
including continuation or renewal awards.
made on or after September 1. 1995

OMB Circular No. A-87—Cost
Principies for State, Lecal and Indian
Tribal Goverrunents

Table of Contents

Anachment A—General Principles for
Determining Allowable Costs

Anachment B—Selected [tems of Cost

Anachment C—State/Local-Wide Central
Service Cost Allocanon Plans

Attachment D—Public Assistance Cost
Allocauon Plans

Attachment E—State and Locat Indirect Cost
Rate Proposals

Attachment A—General Principles for
Determining Allowable Costs
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A Purpose and Scope

1. Objectives. This Artachment
establishes principles for determining
the allowabie costs incurred by State.
Iocal, and faderally-recognized Endian
ribal governrments (governmental units)
under grants. cost reimbursement
contracts, and other agreements with th.
Federal Government {collectively
referred 1o in this Circular as “Federal
awards”}. The principles are for the
purpose of cost determination 2nd are
nat intende.' 1o identify the
circumstances or dictate the extent of
Federal or governmental unit
participation in the financing of a
particular program or project. The
principles are designed to provide that
Federal awards bear their fair share of
cost recognized under these principles
except where restricted or prohibited by
law. Provision for profit ar ather
increment above cost is oulside the
scope of this Circular.

2. Policy euides.

a. The ap.hication of these principles
1s based on the fundam: .l premises
that:

{11 Governmental units are
responsible for the efficient and
effective admimstration of Federai
awards through the applicauon of sound
management practices.

{21 Governmental units assume
responsibility for agministering Federai
tunds 1n a manner consistent with
underlving agreements. program
objectives. and the terms and cond:tions
of the Federal award.

(3t Each governmental umit. in
reccgnition of 1ts own unigue
comhination of staff. faciliues. and
experience. will have the primar.
responsibilie, for emploving whatever
P2rT o TTIAnIZanion anc management

techniques may be necessary 1o assure
proper and e sient administration of
Federal awards.

b Federal agencies should work with
States or localities which wish 10 test
alternative mechanisris for paying coss
for administering Federal programs. The
Office of Management and Budget
(OMB) encourages Federal agencies to
test fee-for-service alterratives as a
replacement for cusrent cost-
reimbursement payment methods in
response {6 the National Performance
Review's (NPR} recommendation. The
NPR recommended the {ee-for-service
approach to reduce the burden
associated with maintaining systems for
charging administrative cost te Federal
programs and preparing and approving
cost allocation plans. This approach
should also increase incentives for
administrative efficiencies and improve
outcomes.

3. Appiication.

2. These principles will be applied by
all Federal agencies in determining
costs incurred by governmental units
under Federal awards {including
subawards) except thase with (1)
Publicly-financed educational
institutions subject to OMB Circular A-
21. "Cost Principles for Educational
Instirutions,” and {2) programs
administered by publicly-owned
hospitals and other providers of medical
care that are subject 10 requirements
promulgated by the sponscring Federal
agencies. However. this Circular does
apply to all central service and
department/agency costs that are
allocated or billed to those educational
institutions, hospitals. and other
providers of medical care or services by
other State and local government
departments and agencies.

b All subawards are subject to those
Federal cost principles applicable 1o the
parucular organization concerned.
Thus. if a subaward is to a governmentai
unt (other than a college. university or
hospital, thus Circular shatl apply. if 2
subaward 15 to a cornmercial
arganization, the cost principles
applicable (2 commerciai organizations
shall apply; if @ subaward 1s o a callegs
or uruversity, Circular A-21 shall apply
1t asubaward 1s to & hospital. the cost
principles used by the Federal awarding
agency for awards to hospitals shail

apply. subject to the provisions ol
subsection A.3.a. of this Anachment. «f
a subaward is to some other non-profit
organi-atuon, Circular A-122. "Cost
Prin..pies for Non-Profit
Organizauons.” st.all apply.

. These principles shall be used as a
guide in the pnicing of fixed price
arrangements where costs are usedin
dztermuning the approonate price
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d. Where a Federal contract awarded
to a governmental unit incorporates a
Cost Accounting Standards {Z.AS)
clause, the requirements of that clause
shall apply. [n such cases, the
governmental unit and the cognizant
Federal agency shall establish an
appropriate advance agreement on how
the governmental unit will comply with
applicabie CAS requirements when
estimating, accumulating and reporting
costs under CAS-covered contracts. The
agreement shall indicate that OMB
Circular A-B7 requirements will be
applied to other Federal awards. In all
cases, only one set of records needs to
be maintained by the governmentai unit.
B. Definitions

1. "Approval or authorization of the
awarding or cognizant Federal agency”
means documentation evidencing
consent prior to incurring a specific
cost. [f such costs are specifically
identified in a Federal award document.
approval of the document constitutes
approval of the costs. If the costs are
cavered by a State/local-wide cost
aliocation plan or an indirect cost
proposal, approval of the plan
constitutes the approval.

2. "Award” means grants. cost
reimbursement contracts and cther
agreements between a State, local and
Indian tribal government and the
Federal Government.

3. “Awarding agency’ means (a) with
respect io a grant, cooperative
agreement. or cost reimbursement
contract. the Federai agency, and (b)
with respect to a subaward, the party
that awarded the subaward.

4. "Central service cost allocation
plan” 1eans the documentation
identifying, accumulating, and
allocating or developing billing rates
based on the allowabie costs of services
provided by a governmental unit on a
ceniralize d basis to its departments and
agencie;, The costs of these services
ma- be allocated or billed to users.

5 "Claim” means a written demand
or written assertion by the governmenial
unt or grantor seekiag, as a matter of
right. the p=vment of monev in a sum
certain. the adpustment or nterpretation
27 award terms. or other relief arising
under or relating to the award. A
voucher, invoice or other routine
reques! for pavment that 1s not a dispute
when subrmitied is not a clarm. Appeals.
such as those fil~d by a povernmental
unit it response o questioned audit
COsis, are not considered claims until a
final management decision 15 made by
the Federal awarding agencs.

& ~Cognizant agency’ means the
Fzderal agency responsible for
fEVIBWLINE. Negoliating, and approving

cost aliogation plans or indirect cost
proposals developed under this Circular
on behalf of all Federal agencies. OMB
publishes a kisting of cognizant
agencies.

7. "Commen Rule” means the
“Uniform Administrative Requirements
for Grants and Cooperative Agreements
to State and Lacal Governments; Final
Rule ' originally issued at 53 FR 8034-
8103 (March 11. 1988). Other common
rules will be referred 1o by their specific
titles.

8. “Contract’” means a mutually
binding legal relationship obligating the
seller to furnish the supplies or services
{including construction) and the buver
to pay for them. It includes all types of
commitments that cbligate the
government to an expenditure of
appropriated funds and that, except as
otherwise authorized. are in writing. In
addirion to bilateral instruments,
contracts include (but are net limited
to): awards and notices of awards. job
orders or Lask orders issued under basic
ordering agreements: letler contracts;
orders, such as purchase orders, under
which the contract becomes effective by
written acceptance or performance; and,
bilateral contract modifications.
Conrracts do not include grants and
cooperative agreements covered by 31
U.S.C. 8301 et seq.

8. "Cost” means an amount as
determined on a cash, accrual, or other
basis acceptable to the Federal awarding
of cognizant agency. It does not include
transfers to a general or similar fund.

10. “Cast allocation plan’ means
central service cost allocation plan,
public assistance cost allecation plan.
and ndirect cost rate proposal. Each of
these terms are further defined in this
secron.

11. "Cost objective’” means a function,
organizational subdivision. contract,
grant, or other acuy ..» for which cost
data are needed and for which costs are
incurred.

12 “Federally-recognized Indian
tribal government means the govermning
bodw or @ gavernmenial agency cf any
Indian ribe. band. nauion. ar ather
crganized proup Of COMMUNITY

iincluding anv nanve village as definea
i Section 3 of the Alaska Native Claims
Settlement Act. 85 Stat. 6881 certified b
the Secretary of the intenor as enigible
for the special programs and services
provided througn the Bureau of Indian
Affairs

12 "Governmental umit means the
entre State. tocal, or federally-
reccgruzed Indian tribal povernmernt.
inciuding any component thereof.
Comoonents of governmenial wnits ma
furcnon independently of the

governmental unit in accerdance with
the rern of the award.

14 ~“Grantee department or agencs
means the component of a State, local.
or federally-recognized Indian tribal
government which is responsible for the
performance or administration of all or
some part of a Federal award.

15. "Indirect cost rate proposal”
means the documentation prepared by a
governmental unit or component thereof
to substantiate its request for the
establishment of an indirect cost rate as
described in Atachment E of this
Circular,

16. “"Local government means a
county. municipality. city. town.
township. local public authority. schaol
district, special district. intrastare
district. council of governments
iwhether or not incorporated as a non-
profit corporation under State law}, any
other regional or interstate government
entity. of any agency or instrurmentality
of a local govemnment.

17. *Public assistance cost allocaticn
plan’ means a narrative description of
the procedures that will be used in
identifying. measuring and allocating all
administrative costs to all of the
programs administered or supervised by
State public assistance agencies as
described in Attachment [I of this
Circular.

18. “State” means any of the several
Startes of the United States, the District
of Columbia, the Commonwealth of
Puerto Rico. any lerritory or possession
of the United States, or any agency or
instrumentality of a State exclusive of
local governmenis.

C. Basic Guidelines

¢ Facters affscuing allowability of
costs 7o be allowable under Federal
awards, costs must meet the following
general cnteria:

a. Be necessary and reascnable for
prope- and efficient performance »nd
admirustration of Federal awards.

b. Be aliocable to Federal awards
under the provisions of this Circular.

o Be authorized or not prohubited

: State or local laws or regulanons
Orm LS any ymiidnans of
NS S84 ICTIh 3N 1N2se Prindipies,
a, iaws, terms and tcnditions of
ceral award, or 0iNer goverming
110NS &S [0 .pes oF AMoUnis o7

oLl LIRS,

£ Be consistent with pobicies
resuiations, and procedures tatappi
uniiormiv ta both Feceral awards and
ctrer activinies of the governmental
unts

P Beazcorced consistent trratment. A

5t i any other ¢os.
1 purpase 1o like
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circumstances has been allocated to the
Federal award as an indirect cost.

g. Excepi as otherwise provided for in
this Circular, be determined in
accordance with generally accepted
accounting principles.

h. Not be included as a cost or used
1o meet cost sharing or matching
requirements of any other Federal award
in either the current or a prior period,
except as specifically provided by
Federal law or regulation.

i. Be the npet of all applicable credits.

j. Be adequately documented.

2. Reasonabie costs. A cost is
reasonable if, in its nature and amount,
it does not exceed :hat which would be
incurred by a prudent person under the
circumstanoces prevailing at the time the
derision was made to incur the cost.
The question of reasonableness is
particularly important when
governmenta) unifs or CoOMpPONents are
predorninately federally-funded. In
determining reasonableness of a given
cast, consideration shall be given to:

a. Whether the cost is of a type
generally recognized as ordinary and
necessary for the operation of the
governmental unit or the performance of
the Federal award.

b. The restraints or requirements
imposed by such factors as: sound
business practices; arms length
bargaining; Federal, State and other
iaws and regulations; and, terms and
conditions of the Federal award.

¢. Market prices for cornparable goods
or services.

d. Whether the individuals concerned
acted with prudence in the
circumstances considering their
responsibilities to the governmental
unit. its employees, the public at large.
and the Federal Government.

e. Significant deviations from the
established practices of the
governmental unit which may
amjustifiably increase *° Setaral
award's cost.

3. Allocable costs.

a. A cost is allocable to a particular
cost objective if the goods or services
involved are chargeable o: assignable to
such cost objective in accordance with
reiative benefits received.

b. All activines which benefit from
the governmental unit s indirect cost.
including unalivwable activities and
services donated to the governmental
unit by Jard parties. will receive an
appropriate allocation of indirect costs.

c. Any cost allocable to a particular
Federal award or cost objective under
the principles provided for in this
Circular may not be charged to other
Federal awards to overcome fund
cdeficiencies. to avord restriztions
imoosed by law or terms of the federal

awards. or for other reasons. However,
this prohibition would not preciude
governmenial units from shifting costs
that are aliowable under two or more
awards in accordance with existing
Program agreements.

d. Where an accurnuiation of indirect
costs will ultimately result in charges o
a Federal award, a cost allocation plan
will be required as described in
Atachments C, D. and E.

4. Applicable credits.

a. Applicable credits refer (o those
receipes or reduction of expenditure-
type transactions that offset or reduce
expense itemns allocable to Federal
awards as direct or indirect costs.
Examples of such transactions are:
purchase discounts, rebates or
allowances, recoveries or indemnities
on losses, insurance refunds or rebates.
and adjustments of overpayments or
errone....» charges. To the extent that
such credits accruing o or received by
the governmental unit relate to
allowable costs, they shall be -redited to
the Federal award either as a cost
reduction or cash refund. as
appropriate.

b. In some instances, the amounts
received from the Federal Government
to finance activities or service
operations of the governmental unit
should be treated as applicable credits.
Specifically. the concept of netting such
credit items (inciuding any amounts
used (o meet cost sharing or matching
requirements) should be recognized in
determining the rates or amounts to be
charged to Federal awards. {See
Attachment B, wem 15. “"Depreciation
and use allowances.” for areas of
potenual application in the matter of
Federal tinancing of activities )

D. Composition of Cost

\. fotal cost. Fhe total cost of Federal
awards is comprised of the allowable
direct cost of the program, plus its
alincable portion of allowable indirect
costs. less gprhicable credus

2. ClassiScation of costs There 15 no
universal rule for classifving certain
costs as either direct or ind rect under
£very accounung systemm. A cost may be
direct with respect to some specific
service or function, but indirect with
respect to the Federal award ot other
final cost objective. Therefore. 1t 15
esseniial that each item of cost be
mreated consistently in like
crrcumstances etther as a direct or an
inatrect cost. Guidelines for
deterruning direct and indirect costs
charged o Federal awards are provided
in the secnions that follow

E. Direct Costs

i. General. Direct costs are those that
can be identified specifically with a
particular final cost objective.

2. Application. Typical direct costs
chargeable 1o “ederal awards are:

a. Compensation of emplovees for the
time devoted and identified specifically
1o the performance of those awards.

b. Cost of materials acquired,
consumed. or expended specifically for
the purpose of those awards.

¢. Equipment and other approved
capital expenditures.

d. Traw 21 expenses incurred
specifically to carry out the award.

3. Minor items. Any direct castof a
minor amount may be treated ac n
tndirect cost for reasons of pract: :ality
where such accounting treatment for
that itern of cost is consistently applied
to all cost objective:

F. Indirect Costs

1. General. Indirect costs are those: {a
incurred for 2 common or joint purpose
benefi.ing more than one cost objective.
and {b) not readily assignabie 10 the cost
objectives specifically benefitted,
without effort disproportionate [0 the
results achieved. The term “indirect
costs,” as used herein. applies to costs
of this type originating 1n the grantee
department. as well as those incurred by
other departments in supplying goods,
services, and facilities. To facilitate
eguitable distribution of indirect
expenses to the cost objectives served. it
may be pecessary to establish a number
of pools of indirect costs within 2
governmental unit department or in
other agencies providing services o a
governmental unit department. [ndirect
cost pools should be distributed to
benefifted cost objectives or bases that
will produce an equirable resuit in
~isnsideration of relative benefits
derived.

z. Casr allocation plans and indirect
cost proposals. Requirements for
development and submission of cost
a:location plais and indirect cos! rate
proposals are containec 11 Alachmens
C. .2 and B

3. Limitaton on indirect or
agmunistrabve costs.

a. In addition 1o restriclions containes
iz this Circular, there may be laws that
further limit the amount of
administrative or indirect cost allowed.

b Amounts not recoverable as
indirect coses of administrative osts
under ane Federal award mav not be
sn:fted to another Federal award. unless
suenificallv authonzed oy Foceral
iegis.ausn or reguialion
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G. Interagency Services

The cost of services provided by one
agency to ancther within the
governmental unit may include
allowable direct costs of the service plus
a pro rate share of indirect costs. A
standard tndirect cost allowance equal
to ten percent of the direct salary and
wage cost of providing the service
{excluding overtime. shift premiums,
and fringe benefits) may be used in lieu
of determining the actual indirect costs
of the service. These services do not
include centralized services included in
central service cosl allocation plans as
described in Amtachment C.

H. Required Certifications

Each cost ailocation plan or indirect
cost rate proposal required by
Anachments C and E must comply with
the following:

1. N~ -roposal to establish a cost
allocation plan or an indirect cost rate,
whether submitted to a Federal
cognizant agency or maintained on file
bv the governmental unit, shall be
acceptable unless such costs have been
certified by the governmental unit using
the Certificate of Cost Allocation Plan or
Certificate of Indirect Costs as set forth
in Attachments C and E. The certificate
must be signed on behall of the
governmental unit by an individual ata
leve! no lower than chief financial
officer of the governmental unit that
submits the propasal or component
covered by the proposal

2. No cost allocation pian or indirect
cost rate shajl be approved by the
Federal Government unless the plan or
rate proposal has been certified. Where
ir is necessary to establish a cost
allocation plan or an indirect cost rate
and the governmental unit has nat
submitted a certified proposal for
estabiishing such a plan or rate 1n
accordance with the requirements. the
tederal Government may either
disallow all indirect costs or unilaterally
establish such 2 plan or rate. Such a
oian or rate may be based upon audited
mistoricai data or such other daa that
have been furrushed to the cognizant
Federal agency and for which it can be
demonsirated that all unallowable cosis
have been excluded. When a cost
allocatnon plan or indirect cost rate is
unifaterally established by the Federal
Covernment because of failure of the
povernmentai unit 1o submit a certified
proposal. the plan or rate estabhished
wall be set to ensure that potenually
unallowable costs will not be
reumbursed

Attachment B—Selected Items of Cost

Tabte of Contents

1 Accounting
2 Adverusing and public relations costs
3 Advisory councils
4. Alcoholic beverages
5 Audit services
6. Automatic electronic data processmg
7. Bad debts
8 Bonding costs
9. Budgeung
10. Commurucations
11. Compensanon for personnel services
a (enenl]
b. Reasonableness
¢ LCnallowable costs
d Fringe benefits
¢ Pension pian costs
f Post-retirement health benefits
g Severance pay
h Support of salanes and wages
i Donated services
12. Contingencies
13. Contributions and donatons
i4. Defense and prosecunon of cnminal and
civil proceedings. and claims
Depreciation and use allowances
Disbursing service
Employee morale. health. and welfare
€Osts
Erverajnment
Equipment and other capital
expendrures
fines and penaltes
Fund raising and wnvestment management
cosls
Gains and losses on dispesiton of
depreciabie property arid other capital
assets and substantiai relocation of
Federal programs
General government expenses
idle facilities and idle capacity
Insurance and indemnification
Irterest
Lobbying
Maintenance, operations, and repawrs
Matenals ard supplies
Mernberships, subscriptions. and
professional activiues
Mowr pools
Pre-award cosws
Professional service costs
Proposal costs
Pubbcabon and pnnang costs
Rearrangements and alleratons
Reconversion costs
Rental coses
Taxes
Tratrung
Travel cos’s
Lnderrecos ey of costs under Federal
agreements
Secnions 1 through 42 provide
principles to be apphed in establishing
the allowability or unaliowability of
cerain items of cost. These principles
apply whether a cost is treated as direct
or indirect. A cost s allowable for
Federal reimbursement only to the
extent of benefits recerved by Federal
awarcs and its conformance with the
g2neral policies and principies stated in
Attachment At this Circutar. Fallure e
menlion & particular 1tem af cost in

'3
16
17

18
i9

20
21

22

23
24
25
26
27
28
28
30

31

32
33
34
33
16
kR
38
]
40
41
42

these sections is not intended o imply
that it is either aliowable or
unallowable: rather. deterrmination of
allowability in each case should be
based on the treatment o7 standards
provided for similar or related items of
cost. .

{. Accounting. The cost of
establishing and mainfaining accounting
and other information svstems is
aliowable.

2. Advertising and pubiic relations
oS, .

a. The term “advertising costs” means
the costs of advertising media and
corollary administrative cosis.
Advertising media include magazines.
newspapers, radio and television
programs, direct mail, exhibits. and the
like.

t. The term “public relations”
includes community relations and
means those activities dedicated to
marntaining the image of the
gevernmental unit or maintaining or
promoting understanding and favorable
relations with the community or public
ar large or any < "gment of the public.

¢. Advertising costs are allowable
onlv when incurred for the recruitment
of perscninel, the procurement of goods
and services, the disposa® of surplus
materials, and any other specific
purpases necessary to meet the
requirements of the Federal award.
Advertising costs associated with the
disposal of surplus materiais are not
allowable where all disposal costs are
reimbursed based on a standard rate as
specified in the grants management
common rule.

d. Public relations costs are allowable
when:

i1] Specifically required by the
Federal award and then only as a direct
cost:

21 Incurred o communicate wit. the
pubhic and press pertaining to specific
activ..es or acce mplishmer,.  — - resalt
from performance of the Fegeral award
ard then only a< a direct cost: of

‘2 Necessary 13 conduct gengral
aison with news media and
zavernment public relations officers .
rre exrens that such acavilies are
Lmuted o communication and Laison
necessary 1o Keep the public intormec
on maners of public concern. such as

rances of Federal contract-grant
awards, financtal maners. etc.

e. Unallowable advertising and public

relarions costs include the following:

1 All advertising and public
To.allons costs other than as specified in
sutsections €. and ¢

2. Except as otherwise perruned by
ivese cost prinaiples. costs of
convenuans, meenngs, or other evenis



26494

Federal Register / Vol. 60. No. §5 / Wednesday. May 17. 1995 / Notices

related to other activities of the
governmental unit including.

(8} Costs of displays. demonstrations.
and exhibits:

{b} Costs of meeting rooms, hospitality
suites, and other special facilities used
in conjunction with shows and acher
special events; and

{c) Salaries and wages of employees
engaged in setting up and displaying
exhibits, making demonstrations, and
providing briefings;

(3) Costs of promotional items and
memorabilia, including models, gifts,
and souvenirs; and

(4) Costs of advertising and public
relations designed solely fo promote the
governmental unit.

3. Advisory councils. Costs incurred
hy advisory councils or committees are
aliowable as a direct cost where
authorized by the Federal awarding
agency or as an indirect cost where
allocable to Federal awards.

4. Alcoholic beverages. Costs of
alcoholic beverages are unaliowable.

5. Audit services. The costs of audits
are atlowable provided that the audits
were performed in accordance with the
Single Audit Act. as implemented by
Circular A-128, ""Audits of State and
Local Governments.” Generally, the
percentage of costs charged to Federal
awards for a single audit shall not
exceed the percentage derived by
dividing Federal funds expended by
total funds expended by the recipient or
subrecipient (including program
matching funds) during the fiscal year.
The percentage may be exceeded only if
appropriate documentation
demonstrates higher actual costs.

Other audit costs are allowable if
specifically approved by the awarding
of cognizant agency as a direct cost to
an award or included as an indirect cost
in a cost allecanon plan or rate,

6. Automatic electronic dara
processing. The cost of data processing
services 15 atlowable (but see section 19,
Equipment and other capital
expenditures].

7 Bad debts. Any losses arising from
uncollectible accaunts and other claims,
and related costs, are unalilowabie
unless provided for 1n Federal program
award reguiations.

8. Bonding costs. Costs of bonding
empiovees and officials are allowable to
the extent that such bonding is in
accordance with sound business
practice.

&. Budpgeting. Costs incurred for the
development, preparaticn, presentatcn,
and execution of budpets are allowable.

18. Communicanons. Costs of
telephone. mail. messenger. and sumular
communicanon sarvices are allowable.

t1. Compensation for personnel
services.

a. General Compensation for
personnel services includes all
remuneration. paid currently o
accrued, for services rendered during
the period of performance under Federal
awards, including but not necessartly
limited to wages, salaries. and fringe
benefits. The costs of such
compensation are allowable to the
extent that they sarisfy the specific |
requirements of this Circular, and that '
the total compensation for indivigual
employees:

{1) Is reasonable for the services
rendered and conforms o the
established policy of the governmental
unit censistently applied to both
Federal and non-Federal activities;

{2} Foliows an appointment made in
accordance with a governmental unit's
laws and rules and meets meric system
or ather requirements required by
Federal law, where applicable; and

{3) Is determined and supported as
provided in subsection h.

b. Reasonableness. Compensation for
employees engaged in work on Federal
awards will be considered reasonable to
the extent that it is ccnsistent with that
paid for similar work in other activities
of the governmental unit. In cases where
the kinds of employess required for
Federal awards are not found in the
other activities of the governmental
unit, compe sation will be considered
reasonabie to the extent that it is
comparable to that paid for similar work
in the labor market in which the
employing government competes for the
kind of emplovees involved.
Compensation surveys providing data
representative of the labor market
involved will be an acceptable basis for
evaluating reasonableness.

¢. Unalliowable costs. Costs which are
unallowable under other sections of
these princip'es shall not be atlowable
unde ‘518 secuon solely - & basis
tnat they constitute per. ..nel
compensation.

d. Fninge benefits

1. Fringe benefits are allowances and
services provided by emplovers (o theyr
emplovees as compensation 1n addition
to regular salanes and wages. Fringe
benefiss include, but are not limited to.
the ccsts of leave, emplovee mnsurance,
pensions, and unemployment benefi:
plans Except as provided elsewhere in

these principles, the costs of fringe
benefis are allowable to the extent that
the penefits are reasonabie and are
required by law, povernmenial unit-
emplovee agreement, or an established
pelicy of the governmental urut.

.2, The cost of fringe benefits in the

tarm ool reguiar compensanon pad o

emplovees during periods of authorized
absences from the job, such as for
annual leave, sick leave. holidays. court
teave. military leave. and other similar
benefirs, are allowable if: (a) they are
provided under established written
leave policies; {b) the costs are equitably
allocated to all related activities,
including Federal awards: and, (c) the
accounting basis (cash or accrual
selected for costing each type of leave is
comsistently followed by the

governmental unit.

{3} When a governmental unit uses
the cash basis of accounting, the cost of
leave is recognized in the period that
rhe leave is taken and paid for.
rayments for unused leave when an
employee retires or terminates
employment are aliowable in the year of
payment provided they are allocated as
a general administrative expense 10 all
activities of the governmental unit or
component.

{4) The accruaal basis may be only
used for those types of leave .- 'vhich
a liability as defined by Generally
Accepted Accounting Principles
(GAAP) exists when the leave is earned.
When a govermi :ntai unit uses the
accrual basis of accounting, in
accordance with GAAP, allowable leave
costs are the lesser of the amour.:
accrued or funded.

(3} The cost of fringe benefits in the
form of employer contributions or
expenses for social security; employee
life. heaith. unemployment. and
worker's compensation insurance
{except as indicated in section 25,
Insurance and indemnification};
pensi1on plan costs {see subsection e );
and other similar benefits are allowable,
provaded such benefits are granted
under esiablished written policies. Such
benefits, whether treated as indirect
costs or as direct costs, shall be
allocated to Federal awards an- all
other activities in a manner consistent
with the pattern of benefis aurnits oo,
tc e individuals or groupls} of
employees whose salaries and wages are
chargeable to such Federat awards and
other activities.

. FENSION piarn : EEs PEnNsLG
‘n57% mav be computed using 2
v: go method or an acceprable
acruanal cost method 1naccordance
with established written policies of the

olsn
a R} T

1]
nav-Aas

~ governmental unit.

11 For pension plans financed on a
pay-as-you-go method, allowable costs
will be limited to those representing
actual payments to relirees or theis

veneficiaries. .
{21 Pension costs calculated using an

actuarial cost-bhased method recognized
5y GAAP are allowable for a given [isca,
wvear 1! thev are funded for that vear
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within six months after the end of that
vear. Costs funded after the six month
peniod (or a later period agreed to by the
cognizant agency) are aliowable in the
vear funded. The cognizant agency may
agree to an extension of the six month
period if an appropriate adjustment is
made to compensate for the timing of
the charges (o the Federal Government
and related Federal reimbursement and
the governmental unit's contribution to
the pension fund. Adjustments ray be
made by cash refund or other squitable
procedures 1o compensate the Federal
Government for the time value of
Federal reimbursements in excess of
contriburions to the pension fund.

(3) Amounts furied by the
governmental unit in excess of the
actuariallv determined amount for a
fiscal year may be used as the
governmental unit's contribution in
future periods.

{4) When a governmental unit
converts to an acceptable actuarial cost
methad, as defined by GAAP. and funds
pension costs in accordance with this
method., the unfunded liability at the
time of conversion shall be allowable if
amortized over a period of years in
accordance with GAAP.

{5) The Federal Government shall
receive an equitable share of any
previously atlowed pension costs
{including earnings thereon) which
revert or inure to the governmental unit
in the form of a refund, withdrawal. or
other credit.

f. Post-retitement health benefits.
Post-retirernent health benefiess (PRHB}
refers to costs of heaith insurance or
health services not included in 2
pension plan covered by subsection e.
for retirees and their spouses,
dependents, and survivors. PRHB costs
may be computed using a pay-as-you-go
method or an acceptable actuarial cost
method in accordance with established
written poiices of the governmental

rit.

11 “or PRHB financed on a pay as-
vou-go method, allowable costs will be
limited (o those representing actuat
pavm._nis to retirees or their
beneficiaries.

12t PRHB costs caiculated using an
actuanal cost method recognized by
GAAF are allowable if they are funded
for that vear within six months after the
snd of that vear. Costs funded after the
s1x month period {or a later period
apreed to by th= cognizant agency) are
allowable in the vear funded. The
cognizant agency may agree to an
extension of the six month period if an
appropriate adjusunent is made to
compensate for the timung of the charges
to the Federai Government and related
rederal reimbursements and the

governmental unit's contributions to the
PRHE fund. Adjustments may be made
by cash refund, reduction in curent
year's PRHB costs. or other equitable
procedures [0 compensate the Federa]
Government for the tme value of
Federal reimbursements in excess of
contributions to the PRHB fund.

{3) Amounts funded in excess of the
actuarially derermined amount for 2
fiscal year may be used as the
government's contribution in a future
period.

f4) When a governmental unit
converts to an acceptable actuarial cost
method and funds PRHB costs in
accordance with this method. the initial
unfunded liability attributable to prior
years shall be atlowable if amortized
ove: 1 period of years in accordance
with GAAP, or. if no such GAAP period
exists, over a period negotiated with the
cognizant agency.

{5} To be allowable in the current
vear. the PRHB costs must be paid either
W

{a) An insurer or other benefit
provider as current year Coss Or
premiums. or

{b} An insurer or trustee o maintain
a trust fund or reserve for the scle
purpose of providing post-retirement
benefits to retirees and other
beneficiaries, .

{6) The Federal Government shall
receive an equitable share of any
amounts of previously allowed post-
retirement benefit costs (including
earnings thereon} which revert or inure
to the governmental unit in the form of
a refund. withdrawal, or other credit,

g Severance pay.

{1) Payments 1n addition to regular
salaries and wages made 1o workers
whase employment is being termnatec
are ajlowable o the exrent that. in each
case, they are raquired by {a} law, (b}
emploveremplovee agreement. ar (ci
estab shed written policy.

{(2; Severance payments (but not
accrualsi associated with normal
wrnover are allowable. Such payments
shall be allocated o all activities of the
governrnental unit as an indirect cost

3, Abniormnal or mass severance pav
wiil be considered on a case-by-case

basws and 13 atlowable onty 1f approved
by the cognizant Federal agency.

r. Suppornt of salaries and wages
These standards regarding turne
dismibution are 1n addition to the
standards for pavroll documentation.

il Charges 10 Federal awards [or
salaries and wages. whether treated as
direct or indirect costs. will be based on
paitolis documented 1n accordance
with generally acrepted practice ol the

governmmental unit and approved by a

responsible official(s} of the
governmental unit.

12) No further documentation is
required far the salaries and wages of
employees who work in a single indirect
cost activity.

{3) Where employees are expected to
work solely on a single Federal award
or cost objective, charges for their
salaries and wages will be supported by
periodic certifications that the
employees worked solely on that
program for the period covered by the
certification. These certifications will be
prepared at least semi-annually and will
be signed by the employee or
supervisory official having first hand
knowledge of the work performed bv the
empioyee.

{4) Where empioyees work on
multiple activities or cost objectives. a
distribution of their salaries or .vages
will be supported by personnei activiry
1 :ports ¢~ equivalent documentation
which meets the standards in subsection
{5) unless a statisticai sampling system
{see subsection {6}) or other substitute
system has beert approved by the
cognizant Federal agency. Such
documentary support will be required
where empiocyees work on:

() More than one Federal award,

{b) A Federal award and a non-
Federal award,

{c} An indirect cost activity and a
direct cost aclivity.

{d) Two or more indirect activities
which are allocated using different
allocation bases, or

{e) An unallowable activity and a
direct or indirect cost acrivity.

{5+ Personrel activity reports or
equivalent documentation must ineet
the following standards-

{a} They must refiect an after-the-fact
distribution of the actual activity of each
emplovee,

ib* They must account for the tolal
activity for which each emplovee s
compensated,

iz They must be prepared at least
menthiy and must cowncide with one of
mare pav periods. and

oy They must be signec & the
cmplovee.

¢ Budpet estimates or 2iner
Jisribution percentages determined
mafore the services are performed do noe
gualify as suppert for charges to Fadurs,
awards but may be used for intenim
acccunting purposes, provided that:

i1l The povernmental unit's system for
establishing the estimates produces
reasonable approximations of the
actwity actually performed:

‘ili At least gnarterly, comparisons cf
actual costs to budgeted cistributions
based or the monthly acinaty reports
are made. Costs charged to Fede
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awards to reflect adjustments made as a
result of the activity actually performed
may be recorded annually if the
quarterly comparisons show the
differences between budgeted and
actual costs are less than ten percent;

and

{tii) The budget estimates or other
distribution percentages are revised at
{east quarterly, {f necessary. to reflect
changed circumstances.

(6) Substitute systems for allocating
salaries and wages to Federal awards
may be used in place of activity reports.
These systems are subject to approval if
required by the cognizant agency. Such
systems may inciude, but are not
limited to, random moment sampling.
case counts, or other quantifiable
measures of employee effort.

(a) Substitute systems which use
sampling methods (primarily for Aid to
Families with Dependent Children
(AFDC), Mecicaid, and other public
assistance programs} must mee(
acceptable statistical sampling
standards including:

{i) The sampling universe must
include all of the employees whose
salaries and wages are 1o be allocated
based on sampie results except as
provided in subsection {c}:

(ii} The entire time period involved
must be covered by the sample: and

{iii) The results must be statistically
valid and applied to the period being
sampled.

{b) Allocating charges for the sampied
employees’ supervisors, clerical and
support staffs, based on the results of
the sampled employees, will be
acceptable.

{c} Less than full compliance with the
statistical sampling standards notec in
subsection {a) may be accepted by the
cognizant agency if it concludes that the
amounts to be allocated to Federal
awards will be minimal. or if it
conc.ud s that the system propesed by
the governenental unit will result in
lower costs to Federal awards than a
svstem which complies with the
standards.

(7} Salaries and wages of emplovees
used L° m:eting cost sharing or
matching requirermnents of Federal
awards must be supported in the same
manner as those claimed as aliowable
costs under Federal awards.

i. Donated services.

(1} Donated or volunteer services may
oe furnished to a2 governmental unit by
professional and technical personnel,
consultants. and other skillad and
unskilled labor. The value of these
services is not reimbursable either as a
direct or indirect cost. However, the
value of donated services mav be used
to mest cosi sharing of matchung

requirements in accordance with the
provisions of the Common Rule.

{2) The value of donated services
utilized in the performance of a direct
cost activity shall, when material in
amount, be considered in the
determination of the goverrtmental
unit’s indirect costs or rate(s) and.

_ accordingly, shall be allocated a

proportionate share of applicable
tndirect costs.

(3) To the extent feasible. donated
services will be supported by the same
metheds used by the governmental unit
to support the allocability of regular
personnel services.

12. Contingencies. Contributions to a
contingency reserve or any similar
provision made for events the
occurrence of which cannot be foretold
with cerainty as to time, or intensity. or
with an assurance of their happening.
are unallowable. The term “contingency
reserve’’ excludes self-insurance
reser - {see subsection 23.c.), pension
plan reserves {see subsection 11.e.). and
post-retirement health and ofer benefit
reserves (see subsection 1 1.f} computed
using acceptable actuarial cost methods.

|3. Contributions and donations.
Contributions and donations, inciuding
cash. property, and services, by
governmental units to others, regardless
of the recipient, are unallowable.

14. Defanse and prosecution of
criminal and civil proceedings. and
claims.

&. The following costs are unallowable
for contracts covered by 10 U.5.C.
23241k), "Allowable costs under defense
contracts.”’

{1} Costs incurred in defense of any
civil or criminal fraud proceeding or
similar proceeding {including filing of
faise certification brought by the United
States where the contractor is found
Liable or has pleaded nolo contendere (o
a charge of fraud or similar proceeding
{including filing of a false certificationt.

(2} Costs incurrzd DY a cOntracior in
connection with any criminal, civil or
admirustrative proceedings commenced
by the Linyted States or a State to the
extent provided in 10 U.S.C. 23241k).

b Leszl expenses required 1n the
admmstration of Federal programs ars
aliowable. Legal expenses .o

prosecution of claims against the
Federal Government are unallowable

13. Depreczauon and use allowances

a. Depreciation and use allowances
are means of allocating the cost of fixed
assets to periods benefitting from asset
use. Compensation for the use of fixed
assets on hand mayv be made through

deprecianon or use atlowances. A
combinaticn af the two methads mav
not be used in connection with a singie
ciass of fixed assets le g buildings.

office equipment. computer equipment,
etc.) except as provided in subsection g.
Except for enterprise funds and internal
service funds that are included as pan
of a State/ioca) cosr allocation plan.
classes of assets shall be determined on
the same basis used for the government-
wide financial statements.

b. The computation of aepreciation or
use zllowances shall be based on the
acquisition cost of the assets involved.
Where actual cost records have not been

‘maintained, a reasonable estimate of the

original acquisition cost may be used.
The value of an asset donated to the
governrmental unit by an unrelared third
party shall be its fair market value at the
time of donation. Governmental or
quasi-governmental organizations
located within the same State shall not
be considered unrelated third parties for
thus purpose.

¢. The compuration of depreciation or
use allowances will exclude:

{1} The costof land:

(2} Any portion of the cost of
buildings and equipment borne by or
donated by the Federal Government
irrespective of where title was originally
vested or where it presently resides: and

{31 Any portion of the cost of
buildings and equipment contributed by
or for the governmental unit, or a related
donor organization. in satisfaction of a
matching requirement.

d. Where the use allowance method is
foliowed, the use allowance for
buildings and improvements {including
land improvements, such as paved
parking areas, fences, and sidewalks)
will be computed at an annual rate not
exceeding two percent of acquisition
costs The use allowance for equipment
will be computed at an annual rate not
exceeding 6%3 percent of acquisition
cost. When the use allowance methoed 13
used for buildings, the erare budding
murt be reated as a single asset "
bunding's components g.g.. pl....2ing
svsiem. heating and air cendition, etc
cannot be segregated from the buiiding's
shetl. The rwo percent hmitatiarn,

nowever, need not be applied (o
< quipment which is merely atached or

esiemed to the building bt not
permanently fixed to o and whicn s
used as furrushings or gecorations or for
specialized purposes 12.g.. Centist (naws
anc gental Tealmen! unlls, SOUnters.
laboratory benches bolted to the flocr.
dishwashers, modular furniture,
carpeting. ete.). Such equipment will be
considered as not being permanentiy
fixed to the building if st can be
removed without the destruction ol or
read for costhy or extensive alterztions

o repairs. to the boilding or the

#q.ioment. TQuismens that meets hese
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criteria will be subject to the 6% percent  jaws and proced'ures. When the

eqmevmem use allowance limitation.
e Where the depreciation method is
followed, the period of useful service
{useful life) established in each case for
usable capital assets must take 1110
consideration such factors as type of
construction. nature of the equipment
used, historical usage patterns,
techno'ogical development. and the
rerewal and replacement policies of the
governmental unit followed for the

ind- vidual items or classes of assets
involved. In the absence of clear
evidence indicating that the expected
consumption of the asset will be
significantly greater in the early
portions than o the later portions of its
useful life, the straight line method of
depreciation shall be used. Depreciation
methods once used shall not be changed
unless approved by the Federal
cognizant or awarding agency. When the
depreciation method is introduced for
application to an asset previously
subject to a use allowance. the annual
depreciation charge thereon may nat
exceed the amount that would have
resulted had the depreciation method
been in effect from the date of
acquisition of the asset. The
combination of use allowances and
depreciation applicable to the asset
shatl not exceed the total acquisition
cost of the asset or fair market vatue at
time of donation.

f When the depreciation method is
used for buildings. a building's shell
may be segregated from the major
companent of the building eg.
plumbing system, heating. and air
canditioning systern. etc.} and each
major component depreciated over its
estimated useful life. or the entire
building (i.e., the shell and all
components) may be treated as a single
asset and depreciated over a single
useful life.

g. A reasonable use lowance may be
negoriated for any ..3e.s that are
considered to be fully depreciated. after
raiung 1nto consideration the amount of
depreciation previousiy charged to the
governmen:. the estimated useful life
remaining at the time of negotiation. the
effect of any tncreased maintenance
charges. decreased efficiency due to ape.
and any other factors pertinent to the
unlizatuon of the asset for the purpose
contempiated.

h. Charges for use allowances ot
deprecialion must be supported by
adequarle property records. Phvsical
lnventories mmust be taken at least once
every fwa vears (a statistical sampling
approach s acceptable) to ensure that
ass5ets exist, and are in use.
Gaovernmental units wiil manage
sguipment 10 accoraance with State

depreciation method is followed.
depreciation records indicating the
amaunit of depreciation taken each

riod must also be maintained.

16. Disbursing service. The cost of
disbursing funds by the Treasurer or
other designated officer is aliowable.

17. Employee morale. health, and
welfare costs. The costs of health or
first-aid clinics and/or infirmaries.
recreational facilities, employee
counseling services, employee
information publications. and any
related expenses incurred in accordance
with a governmental unit's policy are
allowable. lncome generated from any oy
these activities will be offset against
expenses.

18. Entertainment. Costs of
entertainment. including amusement,
diversion. and social activities and any
costs directly associated with such costs
{such as tickets o shows Or Sports
events, meals, lodging, rentals.
wansportation, and gratu Lees) are
unallowable.

19. Equipment and other capital
expendifures.

a. As used in this section the
following terms have the meanings as
set forth below:

(i) “Capital expenditure” means the
cost of the asset including the Cost 10
put it in place. Capital expenditure for
equipment means the pet inveice price
of the equipment, including the cost of
any modifications. amachments,
accessories, or auxiliary apparatus
necessary to make it usable for the
purpose for which it is acquired.
Ancillary charges, such as taxes. duty.
protective in transit iNSUrAnce. freight,
and installation may be inciuded in, or
excluded from. capital expenditure cost
in accordance with the governmentaj
unit s regular accounting practices.

(2} "Equipment’ means an article of
nonexpendable, tangibie personal
property having a useful life of more
than one vear and an acquisition cost
which equals the |esser of (a) the
capitaiization level established by the
governmental unit for financiat
statement purposes. or {b; $5000.

3) "Other capital assels’ mean
puildings. land, and ymprovements @
puildings or land that materially
\ncrease thetr value or usefu!l life.

b. Capital expenditures which are not
charged directly to 2 Federa! award may
be recovered through use allowances ot
depreciation on buildings. capital
improvements, and equipment (seg
section 13). See also section 38 for
allowability of rental costs for buildings
and eguipment.

. Capial expenditures for eQuipment.
inciuding replacement ecuipment. oiher

capital assets. and improvements which
materially increase the vajue or useful
life of equipment or other capital assels
are allowable as a direct cost when
approved by the awarding agency.
Federal awarding agencies are
authorized at their option tc waive or
dalegate this approval requirement.

4. ltems of equipment with an
acquisition cost of less than 55000 are
considered to be supplies and are
allowable as direct costs of Federal
awards without specific awarding
agency approval.

. The unamortized portion of any
equipment wrinen off as aresultof a
rhange in capitalization levels mav be
recovered by (1) continuing to claim the
otherwise allowable use allowances of
-epreciation charges on the equipmen!
or by (2) amortizing the amount o be

written off over a period of years
negotiated with the cognizant agency.

{. When replacing :qQuipment
purchased in whole or in part with
Federal funds. the governmental unit
may use the equipment to be replaced
as a trade-in or sell the property and use
the proceeds 1o offset the cost of the
replacement property.

20. Fines and penalties. Fines,
penalties, damages. and other
settlements resulting from violations {or
alleged vialations) of, or failure of the
governmental unit to comply with,
Federal, State, local, or [ndian tribal
laws and regulations are unalicwable
except when incurred as 2 result of
compliance with specific provisions af
the Federal award or written
instructions by the awarding agency
authorizing in advance su ch payments.

21. Fund raising and investmert
managemen! casis.

a. Costs of organized fund raising.
including financial campaigns.
solicitation af gifts and bequests. and
simular expenses incurred to raise
caputal or Jbain ~gntributions are
unallowable. regardless of the purpese
far which the funds will be used.

b Costs of trvestment counsel and
sra’f and similar expenses incurred ©
errance incomme {ram INvesiments am
.na'lowable. However, such Costs
associated wih invesimenis COVETINg
pension, seli-insurance. or other funds
wiich 1nciude Federal pariicinaticn

aliowed by this Circular are a.iowable

¢ Fund raising and investment
activities shall be allocated an
appropriate share of \ndirect costs under
tne conditions described in subsection

£ 34 of Artachment A

>3 Gains and losses on disposition of
deprectable property and other capial
assers and substanual relocaton oi
rederal programs.
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a. {1) Gains and losses on the sale,
reurement, or other dispasition ol
depreciable property shall be included
in the year in which they occur as
credits or charges to the asset cost
grouping(s) in which the property was
included. The amount of the gain or loss
to be included as a credit or charge o
the appropriate asset cost grouping(s)
shall be the difference between the
amount realized on the property and the
undepreciated basis of the property.

{2) Gains and losses on the
disposition of depreciable property shal}
not be recognized as a separate credit or
charge under the following conditions:

{a} The gain of loss is processed
through a Jepreciation account and is
reflected in the depreciation allowable
under sections 15 and 19,

{b) The property is given in exchange
as part of the purchase price of a similar
itern and the gain or loss is taken inte
account in determining the depreciation
cost basis of the new item.

fc) A loss resules from the faiiure to
maintain permissible insurance, except
as otherwise provided in subsection
25.d.

{d) Compensation for the use of the
property was provided through use
allowances in leu of depreciation. .

b. Substantial relocation of Federal
awards from a facility where the Federal
Government participated in the
financing te another facility prior to the
expiration of the useful life of the
financed facility requires Federal agency
approval. The extent of the relocation,
the amount of the Federal participation
tn the financing, and the depreciation
charged to date may require negotiatian
of space charges for Federal awards.

c. Gains or losses of any nature arising
from: the sale or exchange of property
other than the property covered in
subsection a.. e.g.. land or included in
the fair market value used in any
adjustment resulting from a relocation
of Federal awards covered 1n subsection
b. shall be excluded in computing
Federal award costs.

23. General governmeni expenses

a. The general costs of government are
unallowabie {except as provided in
section 414 These include:

i1; Sailaries and expenses of the Office
of the Governor of a State or the chief
execulive of a political subdivision or
the chief executives of federally-
recognized Indian tribal governments,

{2} Salaries and other expernses of
State legislatures. tribal councils, or
similar local governmental bodies. such
35 county supervisors, city councils,
schoo! boards, ete., whether incurred for
purposes of legislation or executive
directuicn,

(3} Cost of the judiciary branch of 3

{4) Cost of prosecutorial activities
unless treated as a directcost o a
specific program when authorized by
program regulations (however, this does
not prechede the allowability of other
iegal activities of the Attorney General).

and

{5} Other general types of government
services normally provided to the
general public, such as fire and police,
unless provided for as a direct cost in
program regulations.

b. For federatty-recognized Indian
wribal governments and Counciis Of
Governments (COGs}. the portion of
salaries and expenses directly
amributable (o managing and operating
Federal programs by the chief executive
and his staff is allowable,

24. Idle facilities and idle capacity.

a. As used in this section the
following terms have the meanings set

{1) “'Facilities" means land and
buildings or any portion thereof,
equipment individually or collectively,
or any other tangible capital] asset,
wherever located, and whether owned
or leased by the governmental unit.

(2 “Idle facilities” means completely
unused facilities that are excess 7o the
governmental unit's current needs.

(3} “ldle capacity ' means the unused
capacity of partially used facilities. [t is
the differunce between (a) that which 2
facility could achieve under 100 percent
operaling time on a one-shift basis less
operating interruptions resulting from
time lost for repairs, setups,
unsatisfactory materials, and other
normal delays and (b} the extent to
which the facility was actually used to
meet demands during the acccunting
penod. A multi-shift basis should be
used if 1t can be shown that this amount
of usage would normally be expected for
the type of acility involved.

{4t "Cost of 1dle fac'' ~“es or idle
capaciv’ means cost. such z
mamienance. repa:r. housing. rent, and
other related costs, e.g., INSUrance,
nterest, and depreciation or use

b. The costs of 1dle facilities are
unallowable except to the extent that

it} They are necessary to meet
fiuctuations in workload: or

{2y Although not necessary to meet
fiuctuations in workload, they were
necessary when acquired and are now
idle because of changes 1n program
requirements. efforts to achieve more
economical operations. raorganization,
termunation, or other causes which
could not have been reasonabiy
inreseen. Under the excepuion stated i
thws suosernon, costs cf idle facilies

are allowable for a reasonable period of
time, ordina 'y not (¢ excead ane vear,

depending on the initiative taken to use.
lease. or dispose of such facilities.

c. The costs of idie capacity are
normal costs of doing business and are
a factor in the normal fluctuations of
usage or indirect cost rates from period
to period. Such costs are allowable.
provided that the capacity is reasonabiy
anticipated o be necessary or was
originally reasonable and is not subject
to reduction or elimination by use on
other Federal awards. subletting,
renting, or sale. in accordance with
sound business, economic, or security
practices. W.despread idle capacity
throughout an entire facility or among a
group of assets having substantially the
same function may be considered idle
facilities.

25. Insurance and indemnification.

a. Casts of insurance required or
approved and maintained, pursuant to
the Federa) award, are allowable.

b. Costs of other insurance in
connection with the general conduct of
activities are allowable subject to the
following limitations:

{1} Types and extent and cost of
coverage are in accordance with the
governmental unit's policy and sound
business practice.

(2) Costs of insurance or of
contributions (o any reserve COVering
the risk of loss of. or damage to. Federai
Government property are unallowable
except to the extent that the awarding
agency has specifically required or
approved such costs.

¢. Actual losses which could have
been covered by permissible insurance
{through a self-insurance programaor
atherwise) are unallowable, unless
expressly provided for in the Federal
award ot as described below. However,
the Federal Covernment will participate
in actual losses of a self insurance fund
that are in excess of reserves. Costs
incurred because of losses not covered
under nominal deductible insurance

coverage provided in keeping with
sound management practice, and minot
lasses not covered by insurance. such as
ssolage, breakage, and disappearance o
ymazi, hand tools, which coour in the
srdinary course of operations are
allowable.

4 Contributions to a reserve for
certain self-insurance programs
including workers compensation.
unemployinent compensation. and
seve Ince pay are allowable subject 1o
the jollowing provisions:

{ii The type I coverage and the
extent of coverage and the rates and
premiums vwould have been allowed
hac insurance including reinsurarce:
b=en purchased (o cover the nsks.

c
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However, provision for known or
reasonably estimated self-insured
liabilities, which do not beveme payabie
far more than one year after the
provision is made, shalt not exceed the
discounted present value of the liability.
The rate used for discounting the
liability must be determined by giving
consideration to such factors as the
governmental unit's settlement rate for
those Liabilities and its investment rate
of return.

{2) Eamings or investment income on
reserves must be credited o those
reserves.

{3) Contributions to reserves must be
based on sound actuarial principles
using historical experience and
reasonable assumptions. Reserve levels
must be analyzed and updated ar least
biennially for each major risk being
insured and take into account any
reinsurance, coinsurance, eic. Reserve
levels related to employee-related
coverages will normally be limited to
the value of claims (a) submitted and
adjudicated but not paid. (b) submitted
but not adjudicated. and (c) incurred but
not submitted. Reserve levels in excess
of the amounts based on the above must
be identified and justified in the cost
allocation plan or indirect cost rate
proposal.

{4) Accounting records, actuarial
studies, and cost allocations {or billings)
must recognize any significant
differences due to types of insured risk
and losses generated by the various
insured activities or agencies of the
governmental unit. If individual
deparuments or agencies of the
gove-nmental unit experience
signiicantly different levels of ¢laims
for a particular risk, those differences
are 10 be recognized by the use of
separate allocations or other techniques
resulting in an eguitable atlocation.

2. Whenever funds ar: “fed
from a self-insurance resene to other
accounts {e.g.. general fund). refunds
shall be made to the Federal
Government for 1is share of lunds
transferred. including earned or
imputed interest from the daie of
tansfer.

e. Actual claims paid to or on behalf
of emplovees or former employees for
workers compensation, unemployment
compensation. severance pay. and
similar emplcyvee benefits e g..
subsection 11.f for post retirement
health benefits;, are allowable 1n the
vear of pavment provided (1) the
governmental unit follows a consistent
costing policy and (2} thev are allocated
as a general administrative expense to
all activities of the governmentai unil

f. [nsurance refunds shall be credited
against insurance costs in the year the
refund is received.

g. Indemnificacion includes securing
the governmental unit against liabilities
to third persons and other losses not
compensated by insurance or otherwise.
The Federal Government is obligated o
indemnify the governmental unit only
to the extent expressly provided for in
the Federal award. except as provided
in subsection d.

h. Costs of commercial insurance that
protects against the costs of the
contractor for correction of the
contractos's own delects in materials or
workmanship are unallowabie.

26. Interest.

a. Costs incurred for interest on
borrowed capital or the use of a
governmental unit’s own funds.
however represented. are unallowabie
except as specifically provided in
subsection b. or authorized by Federal
legisiation.

b. Financing costs (including intes est)
paid or incurred on or after the effective
date of this Circular associated with the
otherwise allowable costs of building
acquisition, construction, or fabrication,
reconstruction or remodeling completed
on or after October 1, 1980 is allowable,
subject ta the cenditions in (1)-{4).
Financing costs (including interest) paid
or incurred on or after the effective date
of this Circular associated with
otherwise allowable costs of equipment
is allowable. subject to the conditiens in
{1}-(4).

{1} The financing is provided (from
other than tax or user fee sources) by a
bona fide third party external to the
governmental unit:

{2) The assets are used in support of
Federal awards.

{3) Earnings on debt service reserve
funds or interest earned on borrowed
funds pending pavment of the
SONSErUCTiON Or acquisition Costs are
used ‘o offser the current penod's cos?
or the capitatized interest. as
appropriate. Earnings subject to being
reported (o the Federal Internal Revenue
Service under arbirage requirements are
exciudable.

14+ Govermmental uns will negotiate
the amount of atlowable interest
wnenever cash pavments (interest.
depreciation. use allowances. and
contributions! exceed the governmenta:
unit's cash pavments and other
contributions attributable o that poruon
of real property used for Federa] awards.

27. Lobbving. The costof certain
influencing activities associated with
ohtaining granis. contracts. cooperative
agreements, of loans is an vnalibwable
rost. Lobbying with respect (o certamn
grants. conlracls, cocoperanve

agreements, and loans shali be governed
by the common rule, "New Restrictions
on Lobbying” published a1 55 FR 6736
{February 26. 1990). including
definitions, and the Office of
Management and Budget “Government-
wide Guidance jor New Restrictions on
Lobbying” and notices published at 54
ER 52306 {(December 20, 1989). 55 FR
24540 (June 15. 1990). and 57 FR 1772
{(January 15. 1992}, respectively.

28. Maintenance, operations. and
repairs. Unless prohibited by law. the
cost of utilites, insurance. security.
janitoriai services, elevator service,
upkeep of grounds. recessary
maintenance, normal repairs and
alterations, and the like are allowable 10
the extent that they: {1) keep property
{including Federal property. unless
otherwise provided for) in an efficient
operaling condition. (2) do notadd to
the permanent value of property or
appreci. bly prolong it intended life.
and (3) are not otherwise included in
rental or other charges for space. Costs
which add to the permanent value of
property or appreciably prolong its
intended life shall be treated as capital
expenditures (see sections L5 and 18)

29. Materials and supplies. The co:t
of materials and suppliss is allowable.
Purchases should be charged at their
actual Jrices after deducting all cash
discounts. trade discoumns. rebates, and
allowances received. Withdrawals from
general stores or stockrooms sheuld be
charged at cost under any recognized
method of pricing. consistently applied.
Incoming wransportation charges are a
proper part of materials and supply
costs.

30. Memberships, subscriptions. and
professional acuvities.

a. Costs of the governmental unit's
memberships in business, technical, and
professional organizations are
allowable.

5 Costs of the governmzntal unit’s
subscriptions to business, profess:onal,
and technical periadicais are allowable.

¢ Costs of meetings and conferences
where (he primary purpose is the
Zissermination of technicai informanor,

inTluding meals, ransportation. rentaj
< meening facilities, and other
:nzidental costs are allowabis

4. Costs of membership 1n civic and
community, social orgamzations ars
aliowable as a direct cost with the
approval of the Federal awerding
agency.

e. Costs of membership in
organizations substantially engaged in
lobbving are unaliowabie.

31. Motor pools The costs of a service
wrganization which provides
auromaobiles to user governmertai unis
ar a muleage or fixe 1 rate and or
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provides vehicle maintenance.
inspection, and repair services are
allowable.

32, Pre-award casts. Pre-award costs

are those incurred prior to the effective
date of the award directly pursuant to
the negotiation and in anticipation of
the award where such costs are
necessary to comply with the proposed
delivery schedule or period of
performance. Such costs are allowable
only to the extent that they would have
been allowable if incurred after the date
of the award and only with the written
approval of the awarding agency.

33. Profassional service costs.

a. Cost of professional and consultant
services rerwtered by persons or
organizations that are members of a
particular profession or possess a
special skill. whether or not officers or
employees of the governmental unit, are
allowable. subject o section 14 when
reasonable in relation to the services
rendered and when not contingent upon
recovery of the costs from the Federal
Government.

b. Retainer fees supported by
evidence of bona fide services available
or rendered are allowable.

34. Proposal costs. Costs of preparing
proposals for potential Federal awards
are allowable. Proposal costs should
normally be treated as indirect costs and
should be allocated to ali activities of
the governmental unit utilizing the cost
allocation plan and indirect cost rate
proposal. However, proposal costs may
be charged directly to Federal awards
with the prior approval of the Federal
awarding agency.

35. Fublication and printing costs.
Publication costs, including the costs of
printing (including the processes of
compaosition, plate-making. press work,
and binding. and the end products
produced by such processes),
distribution, promotion, mailing. and
s 2neral handling are ali '

36. Rearrangements aria alterations.
Costs incurred for ordinary and normal
rearrangement and alteration of facilities
are #llowable. Special arrangements and
alterations costs incurrea specifically
for a Federal award are allowable with
the prior approval of the Federal
awarding agency.

37. Reconversion costs. Costs incurred
1n the restoration or rehabilitation of the
governmental unit’s facilities to
approximately the same condition
existing immediately prior to
commencement of Federal awards. less
costs related to normal wear and tear.
are aliowable.

38. Rental costs.

a. Subject to the iimitations described

in subsections b. through d. of this
sect:on. renta’ costs are allowable to the

extent that the rates are reasonable in
light of such factors as: rental costs of
comparable property. if any. market
conditions in the area: alternatives
available; and, the type. life expectancy,
condition. and vaiue of the property
leased.

b. Rental costs under sale and
leaseback arrangements are alicwable
only up to the amount that would be
allowed had the governmental unit
continued to own the property.

c. Rental costs under less-than-arms-
length leases are allowable only up to
the amount that would be aliowed had
title to the property vested in the
governmental unit. For this purpose,
less-than-arms-length leases include,
but are not limited to, those where:

{1} One party to the lease is abie to
contro} or substantially influence the
actions of the other:

{2) Both parties are parts of the same
governs....al unit. or

{3} The goveramental unit creates an
authority or similar entity 1o acquire
and lease the facilities to the
governmental unit and other parties.

d. Rental costs under leases which are
required ta be treated as capital leases
under GAAP are allowable only up o
the amount that would be allowed had
the governmental unit purchased the
property on the date the lease agreement
was executed. This amount would
include expenses such as depreciaticn
or use allowance, maintenance. and
insurance. The provisions of Financial
Accounting Standards Board Statement
13 shall be used to determine whether
a lease is a capital jease. Interest costs
related to capitzl leases are allowable to
the extent they meet the criteria in
section 26.

39. Taxes.

& Taxes that a governmental unit is
legally required to pav are allowable.
excer for sell-assessed tay - that
dispr.portionately affect Fo_ ral
programs or changes in tax policies that
disproportionately affect Federal
programs. This provision becomes
effective for taxes paid dunng the
goverrumentat unit s first fisca; vear that
begins on ot after january 1, 1338, and
applies thereafter.

b. Gasoline taxes, motor vehicle fees,
and other taxes that are 1n effect user
fees for benefits pravided to the Federal
Government are allowable.

¢. This provision does not restrict the
authonty of Federal agencies to identfy
taxes where Federal participation 15

inappropriate. Where the identification
of the amount of unallowable taxes
would require an inordinate armount of
effart, the cognizant agency may accept
z reasonabie approximanan [hereg:

40. Training. The cost of training
provided for emplovee development 1s
allowable.

41. Travel costs.

a. General. Travel costs are allowable
for expenses for transpoertation, lodging.
subsistence, and related items incurred
by employees traveling on official
business. Such costs mas be charged on
an actual cost basis, on a per diem or
mileage basis in lieu of actual costs

“-incurred, or on a combination of the

two, provided the method used is
applied to an entire trip, and results in
charges consistent with those normally
allowed in like circumstances in non-
federally-sponsored activities.
Notwithstanding the provisions of
secticn 23, travel costs of officials
covered by that section. when
specifically related to Federal a.vards,
are aliowable with the prior approval of
a grantor agency.

b. Lodging and sut: stence. Costs
incurred by employees ana uiiicers for
travel, including costs of iodging. ather
subsistence. and incidental expenses,
shall be considered reasonable and
allowat te only to the extent such costs
do not exceed charges normally allowed
by the governmental unit in its regular
operations as a resultof the
governmentai unit's policy. In the
absence of a writlen governmental unit
policy regarding travel costs, the rates
and amounts established under
subchapter | of Chapter 57 of Titie 5.
United States Code “Travel and
Subsistence Expenses: Mileage
Allowances.” or by the Administrater of
General Servicas, or the President {or
his designee; pursuant o any provisions
of such subchapter shall be used as
guidance for travel under Federal
awards (41 US.C. 420, "Travel
Expenses of Government Conmactors’).

c. Commercial air ravel. Airfare casts
in excess of the customar y stanuard
icoach or equivalent) airfare, are
unallowable except when such
accommodations would: reguire
circuitous routing. require travel duning

unreasonable hours. excessively projang
avel. greatly incre ase tne duration of
tha flight. resuit 10 increase Cost 1Nat
wouls offset transportation savings o7
offer accommedanons not reasonabiy
adeguate for the medical needs of the
raveler. Vhere a governmantal umit can
reasonably demonstraie to the awarcing
agency either the nonavailability of
customary standard airfare or Federai
Government contract airfare for
mdividual trips or. on an overall basis,
that 1t is the governmentai unit =
practice to make routine use of such
airfare, specific determnations of

ronavailability will generalls nor e

questioned by the Federal Gove ment
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uniess a pattern of avoidance is
detected. However, in order for airfare
costs in excess of the customary
standard commercial airfare 1o be
allowable, e.g.. use of first-class airfare,
the governmental unit must justify and
docurnent on a case-by-case basis the
applicable condition(s) set forth above.
d. Air ravel by other than commercial
carrier. Cost of travel by governmental
unit-owned, -leased, or -chartered
aircraft, as used in this section, includes
the cost of laase, charter, operation
(including personnel costs),
maintenance, depreciation, interest,
insurance, and other related costs. Casts
of travel via governmental unit-owned.
.leased, or chartered aircrafi are
unallowable o the extent they exceed
the cost of allowable commercial air
travel, as provided for in subsection c.
42. Underrecovery of costs under

Federal agreements. Any excess costs
over the Federal contribution under one
award agreement are unallowable under
other award agreements.

Table of Cantents

A General
B Definigons
{. Billed central services
2. Allocated central services
3 Agency or operating agency
C Scope of the Central Service Cost
Aliocation Plans
D Submission Requirements
E. Documentation Requirements for
Submitted Plans
1. General
2. Allocatad central services
3. Billed services
a. Gemneral
b Internal service funds
¢ Self-insurance funds
d Fringe benefits
44 Required certfication
F ANegouanon and Approval of Cental
Service Plans
G Cther Policies
Bilied cental service activiies
Workung czpiial reserves
Carrv-forward adjustments of allocated
central service costs
Adjusonents of billed cental sernces
Records retennon
Appeals
OMB assistance

A General

i. Most governmental units provide
certain services, such as motor pools.
computer centers, purchasing.
accounting, etc.. to operating agencies
on a centralized basis. Since federally-
supported awards are performed within
the 1ndividual operatung agencies, there
needs to be a process whereby these
central service costs can be identified
and assigned to benefied acuvites on
a reasonable and consisten: basis. The
central service cost allocanon plan
orovides that process. All cests and |

)

1 On LA A

other data used to distribute the costs
included in the plan should be
supported by formal accounting and
other records that will support the
propriety of the cosis assigned fo
Federal awards.

2. Guidelines and illustrations of
central service cost allocation plans are
provided in a brochure published by the
Department of Health and Human
Services entitled "A Guide {or State and
Local Governmemnt Agencies: Cost
Principles and Procedures for
Establishing Cost Allocation Plans and
Indirect Cost Rates for Grants and
Contracts with the Federal
Government.” A copy of this brochure
may be obtained from the
Superintendent of Documents, U.5.
Government Printing Office.

B. Definitions

1. "Billed central services’” means
central services that are billed to
benefitted agencies and/or programs on
an individual fee-for-service or similar
basis. Typical examples of billed central
services include computer services,
transportation services, insurance, and
fringe benefits.

2. "Allocated central services” means
central services that benefit operating
agencies burt are not billed to the
agencies on a fee-for-service or similar
basis. These costs are allocared o
benefitted agencies on some reasonable
basis. Examnples of such services might
include general accounting, personnel
administration, purchasing, etc.

3. " Agency or cperating agency’
means an organizational unit or sub-
division within a governmental unit that
i5 responsible for the performance or
admtnistration of awards or activities of
the governmental unit.

C. Scope of the Central Service Cost
Allocation Plans

The central service cost allocation
plan will include all central service
costs that will be claimed {either as a
billed or an allocared cost) under
Federal awards and will be documented
as described in section E. Costs of
central services amutted frem the plan
will not be reimbursed.

D. Submussion Requirements

i. Each State will subrmit a pian (o the
Department of Health and Human
Services for each vear 1n which it clarms
central service costs under Federal
awards. The plan should include (3] a
projection of the next vear s allocated
central service cost (based either on
actual costs for the most recentiy
campleted year or the budger 2rojecuon
for the coming veari. and (b a
Teccn

nation of actual atlocated central

service costs to the estimated cos(s used
for either the most recently completed
vear or the year immediatelv preceding
the most recently completed vear.

2. Each local government that has
been designated as a “major local
government’ by the Office of
Management and Budget (OMB}) is also
required © submit a plan w its
cognizant agency annualy. OMB
periodacally lists major local
governments in the Federal Register.

3. All other local governments
claiming central service costs must
develop a plan in accordance with the
requirements described in this Circular
and maintain the plan and related
supporting documentation for audit.
These local governments are not
required to submit their plans for
Federal approval unless they are
specifically requested ta do so by the
vognizant agency. Where a local
government only receives funds as 2
sub-recipient, the primary recipient will
be responsibie for negotiating indirect
cost rates and/or monitoring the sub-
recipient’s plan.

4. Al centr: service cost aliocation
olans wil] be prepared and. when
required. submitied within six maonths
prior 1o the beginning of each of the
governmental unit's fiscal years in
which it proposes to claim central
service costs. Extensions may be granted
by the cognizant agency ona case-by-
case basis.

E. Documentation Requirements for
Submitted Plans

The documentation requirements
described in this section may be
medified. expanded. or reduced by the
copruzant agency on a case-by-case
basis. For example, the requirements
mav be reduced for those central
services which have little or no impact
an Federal awards. Conversely, if a
review of a plan indicates thar certair
addiner.al information is need:  27n
will likely be neaded in future years. it
may be routinely requested in future
plan submissiors [tems marked with an
asterisk (7] should be submitted only
once subsequent plans should meretv

indicate any changes singe the lastplan
Z;erreral. All proposed plans must
be azcompanted by the following: an
crganization chart sufficiently detaled
1o show operations including the centra.
service activities of the State/local
government whether or not they are
shown as benefiting from central service
functions: a copy of the Comprehersive
Ar. ial Financial Repar: {or a copy of
the Executive Budget 1f budgeted costs
are being propased) 1o suppart the
aliowable costs of eacn central senvice
aotnvtv included n the plan: and, a
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certification [see subsection 4.} that the
pian was prepared in accordance with
this Circuiar. contains only allowable
costs, and was prepared in a manner
that treated similar costs consistently
among the various Federal awards and
berween Federal and non-Federal
awards/activities.

2. Allocated central services. For each
allocated central service. the plan must
also include the following: a brief
description of the service”, an
identification of the unit rendering the
service and the operating agencies
receiving the service, the items of
expense included in the cost of the
service, the method used o distribute
the cost of the service to benefitted
agencies, and a summary schedule
showing the allocation of each service to
the specific benefitted agencies. If any
self-insurance funds or fringe benefits
costs are treated as allocared {rather
than bille. '} centrat services,
documentation discussed in subsections
3.b. and c. shali also be included.

3. Billed services.

a. General. The information described
below shall be provided for ail billed
central services, inciuding internal
service funds, self-insurance funds, and
fringe benefit funds.

b. Internal service funds.

{1} For each internal service fund or
similar activity with an operating
budget of $5 million or mere, the plan
shall include: a brief description of each
service; a balance sheet for each fund
based on individual accounts contained
in the governmerual unit's accounting
systermn; a revenue/expenses statement,
with revenues broken out by source,
e.g., regular billings, interest earned,
etc.; a listing of all non-operating
transfers ias defined by Generally
Accepted Accounting Principies
(GAAP)) into and out of the fund: a
description of the procedures
{methodalogy) used 7 charge the costs
of each service to users. including how
bulling rates are determined: a schedule
of current rates: and. a schedule
romparing total revenues (including
imputed revenues) generated by the
service to the allowable costs of the
service, as determined under this
Circular. with an explanauen of how
variances will be handied.

{2} Revenues shall consist of all
revenues generated by the service,
including wnbilled and uncollected
revenues. If some users were not billed
for the services {or were not billed at the
full rate for tha: class of users), a
schedule showing the full imputed
revenues associated with these users
shall be provided. Expenses shall be
breken out by object cost categories
i2.2.. salaries. supplies. erc.:.

¢ Self-insurance funds. For each self-

insurance fund. the plan shail inclide:
the fund balance sheet; a statement of
revenue and expenses including a
summary of billings and claims paid by
agency: a listing of all non-operating
transfers into and out of the fund; the
type{s} of risk (s) covered by the fund
{e.g.. automabile liability, workers'
compensation, etc.): an explanation of
how the level of fund contributions are
determined, including & copy of the
current actuarial report (with the
actuarial assumptions used) if the
contributions are determined on an
actuarial basis: and. 2 description of the
procedures us<d to charge or allocate
fund contributions to benefitted
activities. Reserve levels in excess of
claims (1) submitted and adjudicated
but not paid. {2) submitted but not
adjudicated, and (3} incurred but not
submitted must be identified and
e:rlained.

d. Fringe benefits. For fringe benefit
costs. the plan sha!l include: a listing of
fringe benefits provided to covered
employees. and the overall annual cost
of each type of benefit: current fringe
benefit palicies™: and procedyres used
to charge or aliocate the costs of the
benefits to benefined activities. In
addition, for pension and post-
retirement health insurance plans. the
following information shall be provided:
the govem.mental unit's funding
policies, e.g.. legislative bills, trust
agreements, or State-mandared
contribution ruies, if different from
actuarially determined rates: the
pension plan’s costs accrued for the
year; the amount funded. and date(s) of
funding: a copy of the current actuarial
report (including the acuuarial
assumptions); the pian trustee's report;
and. a schedule from the activity
showing the value of the interest cost
associated with late funding.

¢ Pequired certificat Each central
service cost allocatior .an will be
accompanied by a certificati_n in the
loliowing form:

Certificate of Cost Allocauon Plan

Thus 15 w cerufy that | have reviewed the
cost allocauon plan subrmtted herewath and
@ the best of my knowledge and bebef

i1) All costs included 1n thas proposal
adentify date] o establish cost allocanons or
bilangs for hidenufv penod covered by plan’
are allowable i accordance wath the
requirements of OMB Crrcular A-87, "Cost

Prnnaples for State and Local Governments.”

and the Federal awardis) to whuch they

apply. Unallowable costs nave been adjusted
for in allocanng costs as uwhicated 1n the cost

atiocanon plan

12y All costs wnciuded 1n thus proposal are
croperly aliccabie to Federa! awards on the
basws of a beneficial or causal relavonshup
Dehaesn the expenses ncurmed and the

awards 10 whuch thev are allocated 1n
accordance with applicable requirements
Further, the same costs that have been wreated
as indirect costs have not been claimed as
drrect costs. Similar types of costs have been
accounted for consistenty.

I declare that the foregoing is true and
correct
Governmentat Urat
Signamure
ivarne of Official
Title -
Erate of Execution

F. Negotiation and Approval of Central
Service Plans

1. Al! proposed central service cost
allocation plans that are required to be
submitted will be reviewed, negotiated.
and approved by the Federal cognizant
agency on atimely basis. The cognizant
agency will review the proposal within
six months of receipt of the proposal
and either negotiate/appr.  the
proposal or advise the governmental
unit of the additional documentation
needed to support/evaluate the
proposed pla~ or the changes required
to make the proposal acceptabie. Once
an agreement with the governmental
unit has been reached, the agreement
will be accepted and used by all Federa!
agencies, unless prohibited or limited
by statute. Where a Federal funding
agency has reason to believe that special
operating factors affecting its awards
necessitate special consideration. the
funding agency will. prior to the time
the plans are negotiated. notify the
cognizant agency.

2. The results of each negotiation
shall be formalized in a written
agreernent between the cognizant
agency and the governmental unit. This
agreement will be subject to re-gpemng
if the agreement is subseque ~tly found
10 viclate a statute or the information
upon whicn the plan was negotiate:
.ater found to be materially incompiete
or tnaccurate. The results of the
negotiation shall be made available (o
ali Federal agencies for their use.

3. Negonated vost allocatuon plans
based on a proposaj later found @ have
inciuded costs that: (21 a.e unallowabie
i1 as specified by law or reguiation, i
as identified in Attachment B of this
Circular, or (1) by the terms and
conditions of Federal awards. or (b) are
unaliowable because they are cleariy no:
allocable to Federal awards. shail be
adjusted, or a refund shall be made at
the option of t:e Federal cogn.zant
agency. These adjustments of refunds
are designed to correct the plans and do
not constitute a reoperung of the
regouation.
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G. Dther Policies

\. Billed central service activities.
Each billed central service activity must
separately account for all revenues
{including imputed revenues) generated
by the service, expenses incurred to
furnish the service, and profit/loss.

2. Working capital reserves. Internal
service funds are dependent upon a
reasonable leve} of working capital
reserve 1o operate from one billing cycle
10 the next. Charges by an internal
service activity to provide for the
establishment and maintenance of a
reasonable level of working capital
reserve, in addition 1¢ the full recovery
of costs, are allowable. A working
capital reserve as pert of retained
earnings of up to 60 days cash expenses
for normal operating purposes is
considered reasonable. A working
capital reserve exceeding 60 days may
be approved by the cognizant Federal
agency in exceptional cases.

3. Carry-forward adjustments of
allocated central service casts.
Allocated central service cosis are
usually negotiated and approved for a
future fiscal year on a “fixed with carry-
forward™ basis. Under this procedure.
the fixed amounts for the future year
covered by agreement are not subject to
adjustment for that year. However,
when the actual costs of the year
involved become known, the differences
between the fixed amounts previously
approved and the actual costs will be
cartied [orward and used as an
adjustment to the fixed amounts
established for a later year. This "carty-
forward ' procedure applies o all
central services whose costs were [ixed
in the approved plan. However, 2 carry-
forward adjustment is not permitted. for
a central service activify that was not
included in the approved plan, or for
unailowable costs that must be
reimbursed immediately.

4, Ad'ustments of bilied contral
services. Billing rates used to charge
Federal awards shall be based on the
estimared costs of providing the
services. imcluding an estimate of the
atlocable central service costs. A
comparison of the revenue generated by
gach billed service {including tot@l
revenues whether or not billed or
collected) to the actual allowabie costs
of the service will be made at jeast
annually. and an adjustment will be
made for the d..ference between the
revenue and the ailowable costs. These
adjustments will be made through one
of the following adjustment methods: {a}
a cash refund to the Federal
Government for the Federal share of the
adustmene, (bi credits to the amounts

charged o the 1ndiviauai programs, o

adjustmenys to future billing rates. or (d)
adjustments 1o allocated central service
costs. Adjustments to allocated central
services will not be permitied where the
total amount of the adjustment for a
particular service (Federal share and
nan-Federal) share exceeds $500.000.

3. Recards retention. All central
service cost allocation plans and related
documentation used as a basis for
claiming costs under Federal awards
must be retained for audit in accordance
with the records retention reguirements
contained in the Common Rule.

6. Appeals. If a dispute arises in the
negotiation of a plan between the
cognizant agency and the governmental
unit. the dispute shall be resolved in
accordance with the appeals procedures
of the cognizant agency.

T JA«?E assistance. To the extent that
probiems are encountered among the
Federa] agencies and/or governmental
units in connection with the negotiation
and approval process, OMB will lend
. .:istance, as required. to resolve such
problems in a timeiy manner.

Attachment D—Public Assistance Cost
Allocation Plans

Table of Contents
A General
B Definitions
1 State public assistance agency
2 State public assistance agency costs
C Policy
Submussion, Documentation, and
Approval of Public Assistance Cost
Aliocation Plans
E Review of Implemnentation of Approved
Plans
F Lnaliowable Costs

A. General

Federally-financed programs
admunistered by State public assistance
agencies are funded predominately by
the Department of Health and Human
Services (HHS). In supportof its
stewardship requirements, HHS has
published reqairements for the
develc yment. documentation,
submission. negotiation. ard approval
of public assistance cost allocation
plans in Subpart E of 45 CER Part 83
All admrnistrative costs (direct and
iarect) are normally charged to
Federal awards by implemenung the
oublic assistance cost allocation plan
This Amachment extends thesa
requirements to all Federal agencies
whose programs are adminisiered by a
State public assistance agency. Major

federaliy-financed programs typically
administered by State public assistance
agencies inciude: Aid 1o Families with
Dependent Children, Medicaid. Food
Stamps. Child Support Enforcement.
Adoption Assistance and Foster Care,
and Social Services Biack Crant

B. Definitions

I. “State public assisance agency”’
means a State agency administering or
supervising the administration of one or
more public assistance programs
operated by the State as identified in
Subpart E of 45 CFR Part 95. For the
purpose of this Atachmenl. these
programs include all programs
administered by the State public
assisfance agency.

2. “State public assistance agency
costs” means all costs incurred by, or
allocable to, the State public assistance
agency, except expenditures for
financial assistance, medical vendor
payments, focd stamps. and payments
for services and goods provided direcdy
1o program recipients.

C. Policy

State public assistance agencre will
develop, document and implement. and
the Federa! Government will review,
negotiate, and approve, public
assistance cost allocation plans in
accordance with Subpart E of 45 CFR
Part 95. The plan will include all
programs administered by the State
publi- asststance agency. Where a letter
of approval or disapproval is
wansmitted to a State public assistanc:
agency in accordance with Subpart E,
the letter will apply to all Federal
agencies and programs. The remaining
secticns of this Attachment (except for
the requirement for certification)
summarize the provisions of Subpart E
of 45 CFR Part 95.

D. Submission, Documentation, and
Approval of Public Assistance Cost
Allocation Plans

1. State public assistance agencies are
required to promptly submit
amendments to the cast allocation plan

to HHS for review and approval.
2. Under the coord:nation process

outhined in subsection E. affected
Federal agencies will review all new
plans and plan amendments and
provide comments, as appropriate, o
LUHS. The effective date of the plan or
~lar amendment will be the first dav of
e quarter following the submission of
e plan or amendment. uniess anotner
Jate 15 specilically approved by HHS
HHS. as the cognizant agency acting on
behzlf of al! affected Federal agencies
wiil as necessarv, conduct negotialions
with the State public assistance agency
and will inform the State agency of the
action taken on the plan or plan
amendment.

E. Review of Implementation of
Approved Plans

¢ Swince public assistance cost
al.ccanon plans are of a narrative
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nature, the review during the plan
approval process consists of evaluating
the appropriateness of the propcsed
groupings of costs {cost centers) and the
related allocation bases. As such, the
Federal Government needs some
assurance that the cost allocation plan
has been implemented as approved.
This is accomplished by reviews by the
funding agencies, singie audits, or
audits conducted by the cognizant audit
agency.

2. Where inappropriate charges
affecting more than one funding agency
are identified, the cognizant HHS cost
negotiation office will be advised and
will take the lead in resolving the
issue(s) as provided for in Subpart E of
43 CEFR Part 93.

3. If a dispute arises in the negotiation
of a plan or from a disallowance
involving two ar mere funding agencies,
the dispute shall be reselved in
accordance with the appeals procedures
set out in 45 CFR Part 75. Disputes
involving only one funding agency will
be resolved in accordance with the
funding agency's appeal process.

4. To the extent that problems are
encountered among the Federal agencies
and/or governmenial units in
connection with the negotiation and
approvat process, the Office of
Management and Budger will lend

assistance, as required, to resolve such
problems in a timeiy manner.

F. Unailowable Costs

Claims developed under approved
cost allocation plans will be based on
allowable costs as identified in this
Circular. Where unallowable costs have
been claimed and reimbursed, they will
be refunded to the program that
reimbursed the unaliowable cost using
one of the following methods: (a} a cash
refund, (b) offset to a subsequent claim.
or -} credirs to the ameon~*- charged o
individual awards.

Attachment E—5tate and Local Indirect
Cost Rate Proposals
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A. General

1. Indirect costs are those that have
been incurred for common or joint
purtoses. These costs benefit more than
one cost objective and cannot be readily
identified with a particular final cost
objective without effort disproportionate
to the "~suls achieved. After direct
costs have been determined and
assigned directly to Federal awards and
other activities as appropriate, indirect
costs are those remaining to be allocated
to benefitted cost objectives. A cost may
not be allocated to a Federal award as
an indirect cost if any other cost
incurred for the same purpose, in like
circumstances, has been assigned to 2
Federal award as a direct cost.

2. indirect costs include (a) the
indirect costs originating in each
department or agency of the
governmental unit carrying out Federal
awards and (b) the costs of cenmal
governmental services distributed
through the central service cost
allocation plan {as described in
Attachment C) and not otherwise treated
as direct costs.

3. Indirect costs are normally charged
to Federal awards by the use of an
indirect cost rate. A separate indirect
cost rateis) 15 usualiy necessary for each
department or ageiicy of the
governmental unit claiming indirect
costs ynder Federal awards. Guidelines
and \ilustranons of indwrect cost
proposals are provided 1n a brachure
pubtished by the Department of Health
and Human Services enutied "A Guide
for Stzte and Local Governrent
Agencies: Lost Principles and
Proceedures for Establishing Cost

Allocauion Plans and indirect Cost Rates
for Grants and Contracts with the
Federal Government.” A copy of this
brocnure may be obtained from the
Superintendent of Documents, US
Government Prinung Office

4. Because of the diverse
characteristics and accounting practicss
of governmenta: units. the tvpes of costs
whieh may be ciassifiec as tnduest

costs cannot be specified in all
situations. However, typical examples of
indirect costs may inciude certain State”
local-wide central service costs, generai
administration of the grantee
department or agency. accounting and
personnel serv.ces performed within the
prantee department or agency,
depreriation or use allowances on
buildings and equipment. the casts of
operating and maintaining facilities. etc.
5. This Artachment does not apply to

State public assistance agencies. These
agencies should refer instead to
Artachment D.

B. Definitions

1. "Indirect cost rate proposal” means
the documentation prepared by a
governmental unit or subdivision
thereof to substantiate its request for the
establishment of an indirect cost rate.

2. "“Indirect cost rate” is a device for
determining in a reasnabie manner the
proportion of indirect costs each
program should bear. It is the ratio
{expressed as a percentage) of the
indirect costs to a direct cost base.

3. “Inairect cost poo!’ is the
accumulated costs that jointly benefit
WO OT moTe programs or other cost
objectives.

4. "Base'' means the accumuiated
direct costs {normally either total direct
salaries and wages or total direct costs
exciusive of any extraordinary or
distorting expenditures) used to
distribute indirect costs to individual
Federal awards. The direct cost base
selected should result in each award
bearing a fair share of the indirect casts
in reasonabie relation to the benefits
received from the costs

5. 'Predetermined rate”’ means an
indyect cost rate, applicable to a
specified current or future period.
usuaily the governmental unmit's fiscal
vear. This rate is based on an esi.mate
of tt e costs to be incurted durir  the
pertod. Except under very unusuai
cifcumstances, a predetermined rae is
not subject to adjustmen:. (Because of
legal constraints. predetermined rates
are not permitted for Federal contracts:
‘ney mav. however, be used for grants
CT zooperative agreements.

Fredetermined rates may not be used Sy
governmental units that have not

submutted and nepotiated the raie with
the cognizani agency. Irs view of the
potential advantages offered by this
procedure, negotiation of predetermined
rates for indirect costs for a2 period of
roo to four years should be the norm in
those situations where the-«cost
experience and other pertinent facts
avaiable are deemed sufficient to
enabi= the parngs invooved o reain an
informes wedament 35 10 the probadie
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level of indirect costs during the
ensuing accounting periods.

6. "Fixed rate”” means an indirect cosl
rate which has the same characteristics
as a predetermined rate, except that the
difference between the estimated coss
and the actual, allowable costs of the
period covered by the rate is carried
forward as an adjustment to the rate
computatton of a subsequent period.

7. “Provisional rate”’ means a
te mporary indirect cost rate applicable
1o a specified period which is used for
funding, interim reimbursement. and
reporting indirect costs on Federal
awards pending the establishment ofa
“final" rate for (hat period.

8. "Final rate” means an indirect cost
rate applicabie to a specified past period
which is based on the actual allowable
costs of the period. A final audited rate
is not subject to adjustment.

9. “"Base period” for the allocation of
indirect costs is the period in which
such cose are incurred and
accumulated for allocation to activities
performed in that period. The base
period nermally should coincide with
the governmental unit's fiscal year, but
in any event. shall be so selected as o
avoid inequities in the allocation of
Costs.

C. Allocation of Indirect Casts and
Determination of Indirect Cost Rates

1. General.

a. Where a2 governmental unit's
department or agency has only one
major function, or where ali its major
functions benefit from the indirect costs
to approximately the same degree, the
allocation of indirect costs and the
computation of an indirect cost rate may
be accomplished through simplified
allocatian procedures as descrited in
subsection 2.

b. Where a governmental unit's
department or agency has several major
functions which bene:.. from its indirect
costs in varving degrees, the allocation
of indirect costs may require the
accumuiation of such costs into separate
cost groupings which then are allocated
individually to benefitted functions by
means of a base wiich best mesasures
the reiative degree of benefit. The
indirect costs allocated to each function
are then distributed to individual
awards and ather activities included in
that function by means of an indirect
CoSE rateis).

<. Specific methods for allocating
indirect costs and computing indirect
cost rates along with the conditions
under which each method should be
used are described in subsections 2.3
and 4

Z. 5implifed method.

a. Where a grantee agency’s major
functions benefit from its indirect costs
10 approximately the same degree, the
allocation of indirect costs may be
accomplished by (1) classifying the
grantee agency's total costs for the base
period as either direct or indirect, and
{2) dividing the total allowable indirect
costs {net of applicable credits) by an
equitable distribution base, The result of
this process is an indirect cost rate
which is used to distribute indirect
costs o individual Federal awards. The
rate should be expressed as the
percentage which the total amount of

altowable indirect costs bears to the
base seiected. This method should also
be used where a governmental unit's
deparument or agency has only one
major function encompassing a number
of individual projects or activities, and
may be used where the level of Federal
awards to that department 07 3gency is
relatively small.

b. Both the direct costs and the
indirect costs shall exclude capital
expenditures and unallowable costs.
However, unallowable costs must be
included in the direct costs if they
represent activities to which indirect
costs are properly a2llocable.

<. The distribution base may ke (1)
total direct costs {excluding capital
expenditures and other distorting items,
such as pass-through funds: major
subcontracts, etc ), (2) direct salaries
and wages, or (3) another base which
results in an equitable distribution.

3. Multiple allocation base method.

a. Where a grantee agency's indirect
costs benefit its major functions in
varying degrees, such costs shall be
accumulated into separate cost
groupings. Each grouping shall then be
allocated individually to benefitted
functions by means of a base which best
measures the relative benefits.

b. The cost groupings should be
established so as to permit the
allocation of each grouping on the basis
of benefits provided tc the major
functions. Each grouping should
constitute a pool of expenses that are of

like character in 1erms of the functions
thev benefit and 10 terms of the
allocauon base which best measures the
relative benefis provided o each
function. The number of separate
groupings should be held within
practical himits, taking into
consideration the materiality of the
amounts invalved and the degree of
precision needed.

c. Actual conditions must be taken
into account in selecting the base 10 be
used in allocating the expenses in each
grouping to benefittad funcnions. When
an allocation can be made by
assignment of & cos! graumng directls (o

the function benefitted, the allocation
shall be made in that manner. When the
expenses in a grouping are more genera]
in nature. the allocation should be made
through the use of a selected base which
produces results that are equitable to
both the Federal Governmernt and the
governmentat unit. In general, any cost
elemnent or related factor associated with
the governmental unit's activities is
potentially adaptable for use as an
allocation base provided that: (1) it can

" readily be expressed in terms of dollars

or other quantitative measures (otal
direct costs, direct salaries and wages,
staff hours applied. square feet used.
hot'rs of usage, number of documents
processed, population served. and the
ke, and {2) it is common to the
benefited functions during the base
perind.

d. Except where a special indirect cost
rate(s) is required in accordance with
subsection 4. the sepa-ate groupings of
indirect costs allocated to each major
function shall be aggregated and treated
as a common pool for that function. The
toss in the common pool shall then be
distributed to individual Federal awards
included in that function by use of
single indirect cost rate.

e. The distribution base used in
computing the indirect cos rate for each
function may be (1) total direct costs
{excluding capital expenditures and
other distorting items such as pass-
through funds. major subcontracts, etc.}.
{2) direct salaries and wages, ot {3)
another base which reselts in an
equitable distribution. An indirect cost
rate should be developed for each
separate indirect cost pool developed.
The rate in each case shouid be stated
as the percentage relationship between
the parucular indirect cost pool and the
distribution base identified with that
pool.

4. Specal indirect cost rates.

a.In some tnstances. a single indirect

cost eat: for ail azovities ofag: . -
department or agency or for each major
function of the agency may not be
apprapriate. [t ma not take into
account those different factors which
man susstanually affect the indyect
znsts applicable to a part:cular program
or group of programs. The factiors mas
s iode the whysical location of the
wark. the ievel of adminisgauve
suppor required, the nature of the
facitities or other resources emploved.
the organizational arrangements used, of
anv combination thereaf. When a
particular award ts carried out 1n an
environment which appears (o generate
a significantly different level of indirect

costs, provisions should be made for 2

soparate indirect cost pool applicable to

that award. The separate indirect cost
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pool should be developed during the
course of the regular allocation process.
and the separate indirect cost rate
resulting therefrom should be used,
provided that: (1} the rate differs
significantly from the rate which would
have been developed under subsections
2.and 3., and (2} the award to which the
rate would apply is material in amourn:'.
b. Although this Circular adopts the

concept of the full allocation of indirect
costs, there are some Federal statutes
which restrict the reimbursement of
certain indirect costs. Where such
restrictions exist, it may be necessary to
develop a special rate for the affected
award. Where a “'restricted rate” is
required. :he procedure for developing a
non-restricted rate will be used except
for the additional step of the elimination
from the indirect cost pooi those costs
for which the law prohibits
reimbursement.

D. Submission and Docummentatinn ol
Proposais

1. Submussion of indirect cost rate
propasals.

a. All departments or agencies of the
governmental unit desiring to claim
indirect costs under Federal awards
must prepare an indirect cost rate
propasal and related documerntation o
support those costs. The proposal and
related documentation must be retained
for audit in accordance with the records
retention requirements contained in the
Common Rule.

b. A governmental unit for which a
cognizani agency assignment has been
specifically designated must submit its
wndirect cost rate proposa: o its
cognizant agency. | e Office of
Management and Budget (OMB) will
periodically publish lists of
governmental units identifying the
appropriate Federal cognizant agencies.
The cognizant agency for all
governmental units or agencies net
identifiea by OMB will be determined
based on the Federai agency providing
the largest amount of Federal funds. [n
these cases. a governmemnal unit must
develop an indirect cost propasal in
accordarnce with the requirements of
this Circujar and maintain the proposal
and related supporting documentation
for audit. § hese governmental units are
not required to submit their proposais
uniess they are specifically requested to
da sa by the cogmzant agency. Where a
local povernment only receives funds as
a sub-recipient. the primary recipient
wili be responsible for negotiating and.’
or monitoring the sub-recipient’s plan.

¢. Each indian tribal government
dasiring reimoursernent of indirect costs
must submutits indwrecs Cost propesal to

the Department of the Interior {its
cognizant Federal agency}.

d. [ndirect cost propasals must be
developed {and. when required.
submitted) within six months after the
close of the governmental unit's fiscal
year, unless an exception is approved by
the cognizant Federal agency. [f the
proposed central service cost aliocation
plan for the same peried has not been
approved by that time, the indirect cost
proposal may be prepared including an
arnount for central services that is based
on the latest federaily-approved cenrral
service cost allocation plan. The
difference between these central service
amounts and the amounts ultimately
approved will be compensated for by an
adjusiment in a subsequent period.

2. Documentation of propasals. The
following shali be included with each
indirect cost proposal:

a. The rates proposed. including
subsidiary work sheets and other
relevant data, cross refeicnced and
reconciled 1o the financizl data noted in
subsection b. Allocated central service
costs will be supporied by the summary
table included in the approved central
service cost allocation plan. This
summary table is not required to be
submitted with the indirect cost
proposal if the central service cost
allocation plan for the same fiscal vear
has been approved by the cognizant
agency and is available to the funding
agency.

b. A copy of the financial data
{financial statements. comprehensive
annual financial report, executive
budgets. accounting reparts. etc.) upon
which the rate is based. Adjustmernis
resulting from the use of unaudited data
will be recogmzed. where appropriate,
by the Federal cognizant agency in 2
subsequent proposal.

¢ The approximate arncunt of direct
base costs incutted under Federal
awards. Tl +se costs should be broken
out between salanes ar * wages and
other direct costs.

<. A chart show'ng the crgamzationat
structure of the agenicy during the
penod for which the prepasat applies.
along with a functional statemennis:
notng the cuties and. or respons1IDiies:
of ali unus that comprise the agenao

iOnce this s submitted. oniy revisions
neec be subrrified witn subsequent
propeosals.

3 Requrred certificauon. Lach
indirect cast rate proposal shall oe
accompamed by a certification in the
following form:

Cemuficare of Indirect Coses

Thas 1s to cernfy that ! fave reviewea the
direct Cost rate proposa. submttec
nerewatn and to the pest ol mv Fnow ledpe
and - ~lLiet

(1) All costs included in this proposal
[identify dat  to establish billing or final
indirect costs rates for [idenafy penod
covered by rate] are allowable 1n accordance
with the requirements of the Federal award(s)
to which they apply and OMB Circular A-

87, “'Cost Principles ‘or Smte and Loca!
Governments.” Linallowable costs have been
adjusted for in allocating costs as indicated
in the ¢ost allocation plan.

{2) AHl costs included in this proposal are
properly allocable to Federal awards on the
basis of # beneficial or causal relabonship
berween the expenses incurred and the

o which they are allocated 1n
accordance with applicable requiremnents
Eurther. the same costs that have been treated
as indirect costs have not been claimed as
direct costs. Similar types of costs have been
accounted for consistertly and the Federal
Government will be notified of any
accounting changes that would affect the

etermmirss rate.

I declare that the foregoing 1s rue and
correct.
Governmental Unit
Signature
Name of Officaal
Title
Date of Execution

E. Negotiation and Approval of Rates

i. Indirect cost rates will be reviewed.
negotiated. and approved by the
cognizant Federal agency on a timely
basis. Once a rate has been agreed upon,
it will be accepted and used by all
Federal agencies untess prohibited or
limited by statute. Where a Federal
funding agency has reason to believe
that special operating factors affecting
its awards necessitate special indirect
cosl rates, the funding agency will. prior
to the time the rates are negotiated.
notify the cognizant Federal agency.

2 The use of predetermined rates. f
allowed, is encouraged where the
cognizant agency has reasonable
assurance based an past experience and
reliable projection of the grantee
agency s costs, that the rate 1s not hikeh
o exceed a rate based on actual costs
Lang-term agreements utilizing
predetermined rates extending over nwve
or more vears are encouraged. whers
appropriate.

% The results of each negotiauicn
sral. be formalized ina written
agreement between the cognizan
agency and the governmental urut This
agreemnent will be subiect 1 re-opening
if the agreement 15 subsequently founc
0 violate a statule, or the informaton
upon which the plan was negotiated s
late found to be matenally incomplete
or 1naccurate. The agreed upon rates
shall be made availabie to all Federal
agencies for thetr use

4. Refuncs shali be made 1f proposals
are iater found 1o have 1nsiuded costs
that e are unallowab:e iboas s oeciied
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by law or regulation, (ii) as identified in
Anachment B of this Circular. or (iii} by
the terms and conditions of Federal
awards, or {b) are unallowable because
they are clearly not allocable to Federal
awards. These adjustments or refunds
will be made regardiess of the type of
rate negotiated {predetermined. final,
fixed. or provisional).

F. Other Policies

1. Fringe benefit rates. If overall fringe
benefit rates are not approved for the
governmenta! unit as part of the central
service cost atlocation plan, these rates
will be reviewed, negotiated and
approved for individual grantee
agencies during the ‘ndirect cost
negotiation process. [n these cases, a
proposed fringe benefit rate
computation should accompany the
indirect cost proposal. If fringe benefit
rates are not used at the grantee agency
jevel {i.e., the agency specifically
identifies fringe benefit costs to
individua! employees}, the
governmental unit should so advise the
cognizant agency.

2. Billed services provided by the
grantee agency. In some cases,
governmental units provide and bill for
services similar to those covered by
central service cost allocation plans
{e.g.. computer centers). Where this
oceurs. the governmental unit should be
guided by the requirements in
Attachment C relating to the
development of billing rates and
documentation requirements, and
should advise the cognizant agency of
any billed services. Reviews of these
types of services {including reviews of
costing/billing methodology, profits or
losses, etc.) will be made on a case-by-
case basis as warranted by the
circumstances invelved.

3. Indirect cost allocations not using
rates. In certain situations. a
governmenta} unit, because of the
nature of its awards. may be required (o
develop a cost allocation plan that
distributes indirect {and, in some cases,
direct) costs to the specific funding
sources. [n these cases, a narrative cost
allocation methodology should be

developed. documented, maintained for
audit, or submitted. as appropriate. to
the cognizant agency for review,
negotiation, and approval.

4. Appeals. If a dispute arises in 2
negotiation of an indirect cost rate (or
other rate) between the cognizant
agency and the governmental unit. the
dispute shall be resolved in accordance
with the appeals procedures of the
cognizant agency.

" 5. Collection of unaliowable costs and
erroncous payments. Costs specifically
identified as unallowable and charged
to Federal awards either -directiy or
indwrectly will be refunced {including
interest chargeable in accordance with
applicable Federal agency regulations).

6. OMB assistanice. To the extent that
probiems are encountered among the
Federal agencies and/or governmental
unils in connection with the negotiation
and approval process. OMB will lend
assistance, as required, to resolve such
problems in a timely manner.

{FR Doc 95-11658 Filed 5-16-85 8 45 am
SILLNG CODE 311605
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August 29, 1097

MEMORANDUM FOR THE RECORD

FROM: Norwood J. Jackson

Depury Controller
Office of Federal Financial Management

SUBJECT: Recompilation of OMB Circular A-122

[ certify that the attached document constintes a recompilation of Office of Managernent and Budget
Circular A-122, "Cost Principies for Non-Profit Organizations.” The recompilation consists of the May
8, 1997, recompilation at 62 FR 26577, as further amended at 62 FR 45934 (August 29, 1997). The
May §, 1997, recompilation consisted of the original Circular published at 45 FR 46022 (da;(ed June 27.
1980, published July 8, 1980), as amended by Transmittal Memoranda Numbers 1 through 3. at 49 FR
18260 (April 25, 1984), 52 FR 19788 (May 19, 1987). and 60 FR 52516 (dated September 29, 1595,

published October 6, 1995), respectively,

CIRCULAR A-122 (KEVISED 5/8/97, As Further Amended §/29/97)

CIRCULAR NO. A-122
Revised

TO THE HEADS OF EXECUTIVE DEPARTMZEN’I;S AND ESTABLISHMENTS

SUBJECT: Cost Principles for Non-Profit Organizations

I. Purpose. This Circular establishes principles for determining costs of grants, contracts and other
agreements with non-profit organizanons. It does not apply to colleges and universities which are
covered by Office of Management and Budget (OMB) Circular A-21. "Cost Principles for Educational
Institunions”; State, local, and federally-recognized Indian tribal governments which are covered by
OMB Circular A-87, "Cost Principles for State. Local. and Indian Tribal Governments”: or hospitals.
The principles are designed to provide that the Federal Government bear its fair share of costs except
where restricted or prohibited by law. The principies do not attempt to prescribe the extent of cost
shanng or matching on grants, contracts. or other agreements. However. such cost sharing or matching
shall not be accomplished through arbitrary iimitations on individual cost elements by Federal agencies.
Provision for profit or other increment above c¢ost is outside the scope of this Circular.

2. Supersession. This Circular superse-ies cost principle  -»ued by individual agencies for non-prof-
orgamzations.

3. Apphcability.

a. These principles shall be used by all Federal agencies in determining the costs of work performed bv
non-profit organizanons under grants, cooperative agreements, cost reimbursement contracts, and other
contracts in which costs are used in pricing. administration, or settiement. All of these instruments are
hereafter referred 10 as awards. The principles do not apply to awards under which an organization is
not required to account to the Federal Government for actual costs incurred.

b. All cost reimbursement subawards (subgrants, subconmacts, etc.) are subject to those Federal cost
prninciples applicable 1o the particular orgarization concerned. Thus. if a subaward is to a 10n-profit
organizaton, this Circular shall apply; if a subaward is 10 a commercial organtzanon. the cost principles
applicable 1o commercial concemns shall apply: if a subaward 1s 10 a college or university. Circular A-21
shall apply. if a subaward is to a State. local. or federaliv-recogn:zed Indian mbal government. © rcu.ar
A-87 shall apply,

s 87 07 2.
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4. Definitions.

a. Non-profit organization means any corporation. trust, association, cooperanve, or other organization
which:

(1) is operated primarily for scientific. cducationél, service, charitable. or similar purposes in the pubiic
interest, :

(2) is not organized primarily for profit; and

(3) uses its net proceeds to maintain, improve, and/or expand its operations. For this purpose. the term
"non-profit organization"” excludes (i) colleges and universities; (ii) hospitals; (iii) State. local. and
federally-recognized Indian tribal governments; and (iv) those

non-profit organi.ations which are excluded from coverage of this Circular in accordance with
paragraph 5.

b. Prior approval means securing the awarding agency's permission in advance to incur cost for those
items that are designated as requiring prior approval by the Circular. Generally this permission will be
in writing. Where an item of cost remmiring pnor approval is specified in the budget of an award.
approval of the budget constitutes approval of that cost. '

5. Exclusion of some non-profit organizations. Some non-profit organizations. because of their size and
pature of operations, cz.x be considered to be similar 10 commercial concerns for purpose of

applicability of cost principles. Such non-profit organizations shall operate under Federal cost principles
applicable to commercial concerns. A listing of these organtzations is contained in Attachment C. Other

organmizations may be added from time to time.

6. Responsibilities. Agencies responsible for administering programs that involve awards to non-profit
organizations shall implement the provisions of this Circular. Upon request. implementing instruction
shall be furnished 1o OMB. Agencies shall designate a liaison official to serve as the agency
representative on matters relatng 1o the implementation of this Circular. The name and title of such
representative shall be furmished to OMB within 30 days of the date of this Circular.

7. Artachments. The principles and related policy guides are set forth 1n the following Attachments:

Attachment A - General Principles

Anachment B - Selected ltems of Cost

Attachment C - Non-Profit Organizations Not Subject To This Circular

% Requests tor excepuons. OMB mav grant exceptions to the requirements of wis Circular whern

permissible under exisung law. However. in the interest of achieving maximum uniformity. exceptons
will be permitied onlv 1n lighly unusual circumstances.

9. Effective Date. The provisions of this Circular are effective immediately. Implementation shall be
phased in by incorporating the provisions 1nto new awards made after the start of the organizaton's nex:
fiscal vear. Fo: existing awards, the new principles may be applied if an organization and the cognizant
Federal agency agree. Earlier implementation. or a delay in implementation of individual provisions, 1s
also permitted by mutual agreement between an organization and the cognizant Federal agency.

i0. Inquines. Further information concerning this Circular may be obtained by contacting the Office of
Federal Financial Management, OMB, Washington. DC 20303, telephone (202) 395-2993,

Attachments
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ATTACHMENT A
Circular No. A-122

GENERAL PRINCIPLES
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1. Composition of total costs
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3. Reasonable costs
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ATTACHMENT &
Circular No, A-122

GENERAL PRINCIPLES

A Basic Considerations

i ‘;omposition of total costs. The total cost 2f an award 1s the sum cf the allowable direct and allocable
indirect costs less any applicable credits.
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2. Factors affecting allowabilitv of costs. To be altowable under an award. costs must meet the
following peneral critena:

a. Be reasonable for the performance of the award and be allocable thereto under these principles.

b. Conform to any limitations or exclusions set forth in these principles or in the award as to types or
amount of cost items.

c. Be consistent with policies and procedures that apply uniformly to both federally-financed and other
activities of the organization.

d. Be accorded consistent treatment.
¢. Be determined in accordance with generally accepted accountng prirciples {(GAAP).

f. Not be included as a cost or used to meet cost sharing or matching 1equirements of any other
federally-financed program in either the current or a prior period.

g. Be adequately documented.

3. Reasonable costs. A cost 1s reasonable if, in its nature or amount. it does not exceed that which would
be incurred by 2 prudent person under the circumstances prevailing ar the time the decision was made to
incur the costs. The question of the reasonableness of specific costs must be scrutinize . with particular
care in connection with organizarions or separate divisions thereof which receive the preponderance of
their support from awards made by Federal agencies. In determining the reasonableness of a given cost.
consideration shall be given to:

a. Whether the cost is of a type generally recognized as ordinary and necessary for the operanon of the
organization or the performance of the award.

b. The restraints or requirements imposed by such factors as generally accepted sound business
practices, arms length bargaining, Federal and State laws and regulations, and terms and condinons of

the award.

c. Whether the mdividuals concerned acted with prudence in the circumstances. considering their
responsibilities 0 the organizaton. its members, emplovees. and clients. the public at large, and the
Federal Government.

d. Significant deviations from the established practices of the organization which mav unjustifiably
Increase the awarc COSIS.

4. Allocable costs.
a A cost s allocable to a particular cost objective. such as a grant. contract, project, service, or other

activity. 1n accordance with the relative benefits received. A cost s aliocable 1o a Federal award if it 1s
treated consistently with other costs mcurred for the same purpose in like circumstances and if it:

{11 Is incurred specifically for the award.

(1) Benefits both the award and other work and can be distributed in reasonable proportion to the
benefits received. or

(3) Is necessary to the overali operation of the organization, although a direct relationship to anv
particular cost cbjective cannot be shown.

E. Any cost allocable 1o a particuiar award or other cost objective under these proaciples mav oot be
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shifted to other Federal awards to overcome funding deficiencies, or to avoid restrictions imposed by
law or by the terms of the award.

5. Applicable credits.

a. The term applicable credits refers 1o those receipts. or reduction of expenditures which operate to
offset or reduce expense items that are aliocable to awards as direct or indirect costs. Typical examples
of such transactions are: purchase discounts, rebates or allowances, recoveries or indemnities on losses.
insurance refunds, and adjusmments of overpayments or exroneous charges. To the extent that such
credits accruing or received by the organization relate to allowable cost. they shall be credited to the
Federal Government etther as a cost reduction or cash refund, as appropnate.

b. In some instances, the amounts received from the Federal Government to finance organizational -
activities or service operations should be treated as applicable credits. Specifically. the concept of
netting such credit items against related expenditures should be applied bv the organizatior 1n
determining he rates or amounts to be charged to Federal awards for se. vices remdered whenever the
facilities or other resources used in providing such services have been financed directly, in whole or in

part, by Federal funds.

¢. For nules covering program income (i.e., gross income earned from federally-supported acuvities) see
Sec. _ .24 of Office of Management and Budget (OMB) Circular A-110, "Uniform Admimstranve
Requirements for Grants and Agreements with Institutions of Higher Education, Hospitals, and Other
Non-Profit Organizanons.”

6. Advance understandings. Under any given award, the reasonableness and allocability of certain items
of costs may be difficult to determine. This is particularly wue in connection with organizations that
recelve a preponderance of their support from Federal agencies. In order to avoid subsequent
disallowance or dispute based on unreasonableness or nonallocability, it is often destrable to seek a
written agreement with the cognizant or awarding agency in advance of the incurrence of special or
unusual costs. The absence of an advance agreement on any clement of cost will not. in itself. affect the

reasonableness or atlocability of that elemen..

7. Conditional exemptions.

a. OMB authorizes conditional exemption from OMB admimistrative regquirements and cost principles
circulars for certain Federal programs with statutorilv-authorized consohidated planning and
consolidated adminiswrative funding, that are identified by a Federal agency and approved by the head of
the Executive department or establishment. A Federal agency shal! consult with OMB during i1s
consideration of whether to grant such an exemption. ..

b. To promote efficiency in State and local p-ogram administration, when Federal non-entitiement
programs with common purposes have specific stanute ..v-arthorized consolhidated planning and
consolidared administrauve funding and where most of the State agencv's resources come from
non-Federal sources. Federal agencies mayv exempt these covered State-administered. non-entitlement
grant programs from certain OMB grants management requirements. The exemptions would be ‘rom all
but the allocabiliry of costs provisions of OMB Circulars A-87 (Attachment A, subsection C.3), "Cost
Principles for State. Local. and Indian Tribal Governments,” A-21 (Section C, subpart 4), "Cost
Principtes for Educatonal Institutions,” and A-122 (Attachment A, subsection A 4), "Cost Principles for
Non-Profit Organizations,” and from all of the administrative requirements provisions of OMB Circular
A-110. "Uniform Administrative Requirements for Grants and Agreements with Institutions of Higher
Education, Hospitals. and Other Non-Profit Organizations.” and the agencies' grants management

¢common rule.

¢. When a Federal agency provides this flexibility, as a prerequsite to a State's exercising this option, a
State must adopt its own written fiscal and administrative requirements for expending and accounting

for all funds. which are consistent with the provisions of OMB Circular A-87, and extend such policies
to all subrecipients. These fiscal and admimstrauve requirements must be sufficiently specific to ensure
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that: funds are used in compliance with all applicable Federal stattory and regulatory provisions, COSts
are reasonable and necessarv for operating these programs. and funds are not be used for general
expenses required 1o carry out other responsibilities of a State or 1ts subrecipients.

B. Lirect Costs

|. Direct costs are those that can be identified specifically with a particular final cost objecuve. 1.€., 2
particular award, project, service, or other direct activity of an organization. However, a cost may not be
assigned to an award as a direct cost if any other cost incurred for the same purpose. 1o like
circumstance, has been allocated to an award as an indirect cost. Costs idennified specifically with
awards are direct costs of the awards and are to be assigned directly thereto. Costs identified specifically
with other final cost objectives of the organization are direct costs of those cost objectives and are not to

be assigned to other awards directly or indirectly.

3. Any direct cost of a minor amount may be treated as an indirect cost for reasons of practicality where
the accounting ~eamment for such cost is consistently applied to all finai cost objectives.

3. The cost of certain activities are not allowable as charges to Federal awards (see, for example.
fundraising costs in paragraph 19 of Attachment B). However, even though these costs are
unallowable for purposes of computing charges to Federal awards, they nonetheless must be treated as
direct costs for purposes of determining indirect cost rates and be allocated thir share of the
organizarion's indirect costs if they represent activities which (1) include the salaries of personnel, (2)
occupy space. and (3) benefit from the orgamization's indirect costs.

4. The costs of activities performed primarily as a service to members, clients, or the general public
when significant and necessary to the organization's mission must be traated as direct costs whether o~
not allowable and be allocated an equitable share of indirect costs. Some examples of thess types of

activities include:
a. Maintenance of membership rolls. subscriptions, publications. and related functions.

b. Providing services and information to members. legisiatve or administrative bodies, or the public.

¢. Promotion. lobbving. and other forms of public relanons.

d. M etings and conferences except those held to conduct the general administration of the organization.
e. Maintepance. protection. and investment of speciai funds not used in operation of the organization.

f. Admirustration of group benefits on behalf of mcml;érs or clients, including life and hospital
{nsurance. annui. - or retirement plans, financial aid. etc.

C Indirect Costs

\ Indirect costs are those that have heen incurred for common or joint objectives and cannot be readilv
{dentufied with a particular final cost objective. Direct cost of minor amounts may be treated as indirect
<osts under the conditions described in subparagraph B.2. After direct costs have been determined and
assigned directly to awards or other work as appropriate. indirect costs are those remaining to be
allocated 1o benefiting cost objectives. A cost may not be allocated to an award as an indirect cost if any
gl_ther cost ir surred for the same purpose. in like circumstances, has “een assigned to an award as 2

rect cost.

2 Because of the diverse characteristics and accounting practices of non-profit organizations, 1t 1S not
possible to specify the types of cost which may be classified as indirect cost in all situations. However,
tvpical examples of indirect cost for many non-profit organizations may include depreciation or use
allowances on buildings and equipment. the costs of operating and maintaining faciliues. and general
administration and general expenses. such z, the salaries and expenses of execunve officers, personnel
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administration, and accounting.

D. Allocation of Indirect Costs and Determination of Indirect Cost Rates

|. General.

a. Where a non-profit organization has only one major function, or where all its major functions benefit
from its indirect costs to approximately the same degree. the allocation of indirect costs and the
computation of an indirect cost rate may be accomphished through simplified allocation procadures. as

described in subparagraph 2.

b. Where an orpanization has several major functions which benefit from its indirect costs in varying
degrees, allocation of indirect costs may require the accumulation of such costs into separate cost
groupings which then are allocated individually to benefiting functions by means of a base which best
measures the relative degree of bepefit. The indirect costs allocated to each function are then distributed
to individual awards and other activities included in that function by means of an indirect cost rate(s).

¢. The determination of what constitutes an organization's major functions will depend on its purpose In
being: the types of services it renders to the public. its clients, and its members; and the amount of effort
it devotes to such activites as fundraising, public information and membership activines.

d. Specific methods for allocating indirect costs and computing indirect cost rates along with the
conditions under which each method should be used are described in subparagraphs 2 through 5.

€. The base period for the allocation of indirect costs-is the period in which such costs are incwrred and
accumulated for allocation to work performed in that period. The base period normally should coincide
with the organization's fiscal year but, in any event. shall be so selected as to avoid mequites in the

allocation of the costs.

2. Sumplified allocaton method.

a. Where an organization's major functions benefit from its indirect costs to approximately the same
degree, the aliocation of indirect costs may be accomplished by (i) separating the organization's total
costs for the base period as either direct or indirect, and (ii) dividing the total allowable indirect costs
(net of applicable credits) by an equitable distmibution base. The result of this process 1s an indirect cost
rate which 15 used 1o distribute indirect costs to mdividual awards. The rate should be expressed as the
percentage which the total amount of allowable indirect costs bears to the base selected. This method
should also be used where an organization has onlv one major function encompassing a number of
individual projects or activities, and may be used where the level of Federal awards to an organizanoen is

relar velv small.

b. Both the direct cos.. .ua the indirect costs shall exclude capital expenditures and unallowable costs.
However. unallowable costs which represent activities must be included 1n the direct costs under the

conditions descmbed in subparagraph B.3.

¢. The distmbution base may be total direct costs (excluding capital expenditures and other distorting
items. such as major subcontracts or subgrants). direct salaries and wages. or other base which results in
an equitable distribution. The diswibuton base shall generally exclude participant support costs as
defined in paragraph 30 of Attachment B.

d. Except where a special rate(s) is required in accordance with subparagraph 5, the indirect cost rate
developed under the above principies 1s applicable to all awards at the organization. If a special ratefs) is
required. appropnate modifications shall be made in order to develop the special rate(s).

> Muluple aliocator base method.

a. Where an organization's indirect costs benefit its mator functions in varving degrees, such ¢ “ts shall
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be accumulated into separate cost groupings. Each grouping shall then be allocated individually to
benefiting functions by means of a base which best measures the relative benefits.

b. The groupings shall be established so as to permit the allocation ¢ each grouping on the basis of
benefits provided to the major functions. Each grouping should consttute a pool of expenses that are of
like character in terms of the functions they benefit and in terms of the allocation base which best
measures the relative benefits provided to each function. The number of separate groupings should be
heid within practical limits, taking into consideration the materiality of the amounts involved and the
degree of precision desired. :

c. Actual conditions must be taken into account in selecting the base 1o be used in atlocating the
expenses in each grouping to benefiting functiops. When an allocation can be made by assignment of 2
cost grouping directly to the funcnon benefited. the allocation shall be made in that manner. When the
expenses in & grouping are more general in narure, the allocarion should be made through the use ofa,
selected base which produces results that are equitable t0 both the Federal Government and the
organization. In general, any cost element or cost related factor associated with the organization's work
is potentially adaptable for use as an allocation base, provided (i) it can readily be expressed in terms of
dollars or other quantitative measures (total direct costs. direct salaries and wages, staff hours applied.
square feet used. bours of usage, number of documents processed, population served, and the like) and
(ii) it is common 10 the benefiting functions during the base penod.

d. Except where a special indirect cost rate(s) is required in accordance with subparagraph 3. the
separate groupings of indirect costs allocated to each major function shall be aggregated and treated as 2
common pool for that function. The costs in the common pool shall then be distributed to individual
awards included in that function by use of a single indirect cost rate.

e. The distribution base used in computing the indirect cost rate for each function may be total direct
costs (excluding capital expenditures and other distorting items such as major subcontracts aud
subgrants). direct salaries and wages, or other base which results in an equtable distribution. The
distribution base shall generaily exclude participant Support Costs as defined in paragraph 30,
Attachment B. An indirect cost rate should be developed for each separate indirect cost pool
developed. The rate in each case should be stated as the percentage which the amount of the particular
indirect cost pool is of the distribution base identified with that pool.

4. Direct allocation method.

a. Some non-profit organizations treat all costs as direct costs except general administration and general
expenses. These organizations generally separate their costs into three basic categories: (1) General
administration and general expenses, (i) fundraising. and (ii1) other direct functions (including projects
performed under Federal awards). Joint costs. such as depreciation. rental costs. operation and
maintenance of facilities. telephone expenses, and the like are prorated individually as direct cost .«
each category and to each award or other activity using a base most appropriate to the particular cost
teing prorated.

© This method 1s acceptable, provided each joint cost 1s prorated using a base which accuratelv
measures the benefits provided to cach award or other acuvity. The bases must be established 1n
sceordance with reasonable criteria, and be supported by current data. This method 1s compatible with
the Standards of Accounting and Financial Reporting for Voluntary Health and Welfare Organizauons
1ssued jointlv by the Natonal Health Council. Inc.. the National Assembly of Voluntary Health and
Social Welfare Organizations, and the United Way of Amenca.

- Under this method. indirect costs consist exclusively of general adminis® ation and general expenses.
In all other respects. the organization's indirect cost rates shall be computed in the same manner as that
described in subparagraph 2.

3. Special indrrect cost rates. In some instances. a single indirect cost rate for all activities of an
organization or for each major function of the organization mayv not be appropriate since it would not




take into account those different factors which may substantiaily affect the indirect costs applicableto a
particular segment of work. For this purpose, a particular segment of work may oe that performed under
a single award or it may consist of work under a group of awards performed in 2 comumon environment.
These factors may include the physical location of the work. the level of administrative support
required, the nawure of the facilities or other resources employed. the scientific disciplines or technical
skills involved, the organizational arrangements used, or any combination thereof. When a particular
segment of work is performed in an environment which appears to generate a significantly different
level of indirect costs, provisions should be made for a separate indirect cost pool applicable to such
work. The separate indirect cost pool should be developed during the course of the regular allocarion
process, and the separate indirect cost rate resulting therefrom should be used. provided it is determined
that (i) the rate differs significantly from that which would have been obrained under subparagraphs 2,
3, and 4. and (ii) the volume of work to which the rate would apply is material.

E. Negotiation and Approval of Indirect Cost Rates
| Definitions. As used in this section. the following terms have the meanings set forth below:

a. Cognizant agency means the Federal agency responsible for negotiating and approving indirect cost
rates for a non-profit organization on bebalf of all Federal agencies.

b. Predetermnined rate means an indi-ect cost rate. applicable to specified current or future peniod.
usually the organization's fiscal year. The rate is based on an estmate of the costs to be mcwTe . :MIing

the period. A predetermined rate is not subject to adjustment.

c. Fixed rate means an indirect cost rate which has the same characteristics as a prec stermined rate.
except that the difference between the estimated costs and the actual costs of the period covered by the
rate is carried forward as an adjustment 1o the rate computation of 2 subsequent period.

d Final rate means an indirect cost rate applicable to a specified past period which is based on the actual
costs of the period. A final rate is not subject 1o adjustment.

e. Provisional rate or billing rate means a temporary indirect cost rate applicable to a specified period
which is used for funding, interim reimbursement, and reporting indirect costs on awards pending the

establishment of a final rate for the period.

{. Indirect cost proposal means the documentation prepared by an organization to substantiate its claim
for the rexmbursement of indirect costs. This proposal provides the basis for the review and negotiation

leading to the establishment of an organization's indirect cost rate.

g. Cost objecuve means ‘a function. organizaticnal subdivision, contract, grant. or other work unit for
which cost data are desired and for whiz= proision is m- o accumnulate and measure the cost of
processes. projects, jobs and capitalized projects.

2 Negotation and approval of rates.

a Unless different arrangements are agreed 10 by the agencies cencerned. the Federal agency with the
fargest dollar value of awards with ap organizanon will be designated as the cognizaat agency for e
negotiation and approval of the indirect cost rates and. where necessary. other rates such as fnnge
benefit and computer charge-out rates. Once an agency 1s assigned cognizance for a parucular

non-profit organization. the assignment will not be changed unless there is a major long-term shift 1 the
dollar volume of the Federal awards to the organization. All concerned Federal agencies shall be given
the oppornunity to participate in the negotiancn process but. after a rate has been agreed upon, it will be
accepted by ali Federal agencies. When a Federal agency has reason to believe that special operatiag
factors affecting its awards necessitate special indirect cost rates in accordance with subparagrapb D.5.
it will. prior 1o the time the rates are negotiated. noufy the COENiZANt agency.

b. A non-profit organization which has not previously established an indirect cost rate with a Fe ral
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agency shall submit its initial indirect cost proposal immediately after the organization is advised that an
award will be made and. in no event. later than three months after the effective date of the award.

¢. Organizations that have previously established indirect cost raies must submit 2 new indirect cost
proposal to the cognizant agency within six months after the close of each fiscal year.

d. A predetermined rate may be negotiated for use on awards where there is reasonable assurance, based
on past experience and reliable projection of the organization's costs. that the rate is not likely to exceed
a rate based on the organization's actual costs. :

e. Fixed rates may be negotiated where predetermined rates are not considered appropriate. A fixed rate.
however, shall not be negotiated if (i) all or a substantial portion of the organization's awards are
expecied tc expire before the carry-forward adjustment can be made; (ii) the mix of Federal and
non-Federal work at the organization 1s 100 erratic to permit an equitable carry-forward adjustment. or

(iii) the organization's Operauons fluctuate significantly from year to year.

f. Provisional and final rates shall be negotiated where neither predetermined nor fixed rates are
appropriate. _
g. The results of each negotiation shall be formalized in 2 written agreement berween the cognizant

agency and the non-profit organization. The cognizant agency shall distribut= ccaies of the agreement 10
all concerned Federal agencies.

h. If a dispute arises in a negotiauon of an indirect cost rate berween the cognizant agency and the
non-profit organization, the dispute shall be resolved in accordance with the appeals procedures of the

cognizant agency.

i. To the extent that problems are encountered among the Federal agencies in connection with the
negotiation and approval process, OMB will lend assistance as required to reso’ve such problems tn a
umely manner.

ATTACHMENT B
Circular No. A-122

SELECTED ITEMS OF COST
Table of Contents
1. Advenising costs
2. Bad debts
* Bid and proposal costs {reserved)
4. Bonding costs
<. Communication COsts
6. Compensation for personal services

. Contingency provisions

v

- Conmbutions

9. Depreciation and use allowances
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10.
11.
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Donations

Emplovee morale, health, and welfare costs and credits

. Entertainment costs

. Equipment and other capital expenditures

. Fines and penalties

. Fringe benefits

. Idie facilities and idle capacity

. Independent research and development (reserved)

. Insurance and indemnification

_Interest. fundraising. and investment management COSLS
. Labor relations costs

. Lobbying

. Losses on other awards

. Maintenance and repair ¢osts

. Materials and supphies

*S, Meetings and conferences

. Membership. subscription. and professional activity costs
. Organization cOStS

_Overtime, extra-pay shift, and muln-shift premiums

. Paqe charges in professional journals N

. Participan: support costs

. Patent costs

. Pezsion plans

. Plant security cosis

. Pre-award costs

. Professional service costs

Profits and losses on disposition of depreciable property or other capital assets

_Public mnformanon service costs
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38. Publication and printing costs

19. Rearrangement and alteration COStS

4(. Reconversion costs

4]. Recruiting costs

42. Relocation costs

43, Rental costs |
44, Royalties and other costs for use of patents and copyrights
45, Severance pay

46. Specialized service facilities

47. Taxes

48. Termination costs

49. Training and education costs

50. Transportation costs

31. Travel costs

ATTACHMENT B
Circular No. A-122

SELECTED ITEMS OF COST

Paragraphs 1 through 51 provide principles to be applied in establishing the allowability of certain
items of cost. These principles apply whether a cost is weated as direct or indirect. Failure to mentior 2
particular item of cost is not intended to imply that 1t is unallowable; rather, determination as 10
allowability in each case should be based on the weatment or principles provided for similar or related

items of cost.

1. Advertising ¢0s1s.

a Adventising costs mean the costs of media services and associaied costs. \iedia advertising includes
magazines, newspapers. radio and television programs. direct mail. exhibits. and the like.

b The onlv advertising costs allowable are those which are solely for (1) the recruitment of personnel
when considered in conjunction with all other recruitment costs. as set forth in paragraph 41; (i1) the
procurement of goods and services; (iii) the disposal of surplus matenials acquired in the performance of
the award except when organizations are reimbursed for disposals at a predetermined amount in

a. cordance with Office of Management and Budget (OMB) Circular A-110, "Uniform Administrative
Requirements for Grants and Agreements with Institutions of Higher Education, Hospitals, and Other
Non-Profit Organizations:” or (1v) specific requirements of the award.

2 Bad debts Bad debts. including losses (whether actual or estimated) ansing from uncollecable
accounts and other claims. retated collecton costs. and related legal costs. are unallowable.
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3. Bid 2nd proposal costs. (reserved)

4. Bonding costs.

2. Bonding costs arise when the Federal Government requires assurance against financial loss to itself or
others by reason of the act or default of the organization. They arise also m instances where the
organization requires similar assurance. Included are such bonds as bid, performance, payment. advance
payment, infringement. and fidelity bonds. :

b. Costs of bonding required pursuant to the terms of the award are allowable.

¢. Costs of bonding required by the oréanization in the general conduct of its operations are allowable to
the extent that such bonding is in accordance with sound business practice and the rates and premiums

are reasonable under the circumstances.
5 Communi-adon costs. Costs incurred for telephone services, local an¢ long dictance telephone calls,
telegrams, radiograms, postage and the like are allowable.

6 Compensation for personal services.

a. Definition. Compensation for personal services includes all compensation paid cusrently or accrued
by the organization for services of employees rendered during the period of the award (except as
otherwise provided in subparagraph g). It inciudes. but is not limited to. salaries. wages. director's and
executive committee member's fees, incentive awards, fringe benefits, pension plan costs, allowances
for off-site pay, incentive pay, location allowances, hardship pay, and cost of living differeptials.

b. Aliowabilitv. Except as otherwise specifically provided in this paragraph, the costs of such
compensation are allowable to the extent that:

(1) Total compensation to individual employees is reasonable for the services rendered and conforms 1o
the established policy of the organization conistently applied to both Federal and non-Federal activines;

and

(2) Charges to awards whether treated as direct or indirect costs are determined and supported as
required 1o this paragraph.

¢. Reasonableness.

(1) When the organization is predominantly engaged in activities other than those sponsored by the
Federa! Government, compensation for employ~es on federallv-sponsored work will be considered
reasonable 10 the extent that it is consistent with that paid for similar work in the organization's other

activities.

(2) When the organization is predominantly engaged 1n federallv-sponsored activities and 1n cases
where the kind of emplovees required for the Federal acuvities are not found in the organization's other
activities. cornpensation for employees on federallv-sponsored work will be considered reasonable 1
the extent that 1t is comparable to that paid for similar work 1n the labor markets in which the
organization competes for the kind of emplovees mmvolved,

d. Special considerations in determining allowability. Certain conditions require special consideration
and possible limitauons 1o determining costs under Federal awards where amounts Or Types of
compensation appear unreasonable. Among such conditions are the foliowing:

(1) Compensation 10 members of non-profit Organizations, trustees. directors, associates, officers, or the
immediate families thereof. Determination should be made that such compensation is reasonable for the
actual personal services rendered rather than a distibution of earnings in excess of costs.
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(2) Any change in an organization's compensation policy resulting in substantial increase in the
organization's level of compensation, particularly when it was concurrent with an it crease in the ratio of
Federal awards to other acnivities of the organization or any change in the treatment of allowability of

specific types of compensa.ion due to changes in Federal policy.

o Unallowable costs. Costs which are unallowable under other paragraphs of this Attachment shall not
be allowable under this paragraph solely on the basis that they constitute personal compensanon.

f. Fringe benefits.

(1) Fringe benefits in the form of regular compensation paid to employees during periods of authorized
absences from the job, such as vacation leave, sick leave. military leave, and the like, are allowable.

provided such costs are absorbed by all organization activities in proporton 1o the relanve amount of
time or effort acrually devoted to each. :

(2) Fringe benefits in the form of employer contributions or expenses for social security. employee
insurance. workien's cCompensation Insurance. pension plan costs (sec subparagraph g). and the like,
are allowable, provided such benefits are granted in accordance with established written organization
policies. Such benefits whether wreated as indirect costs or as direct costs. shall be distributed to
articular awards and other activities in a manner consistent with the partern of benefits accruing to the
individuals or group of employees whose salaries and wages are charpeabie to fuch awards and other
activites.
(3} (a) Provisions for a reserve under a self-insurance program for unemployment compensation or
workers' compensation are-aliowable to the extent that the provisions represent reasonable estimates of
the lLiabilities for such compensation. and the types of coverage, exient of coverage, and rates and
premiums would have been allowable had insurance been purchased to cover the risks. However,
provisions for self-insured liabilities which do not become pavabie for more than cne year after the
provision is made shall not exceed the present value of the liabiliry.

(b) Where an organization follows a consistent policy of expensing actual payments to, Or o0 behalf of,
employees or former employees for unemployment compensation or workers' compensation, such
pavments are allowable in the year of payment with the prior approval of the awarding agency, provided
thev are allocated to all activities of the organization.

(4) Cos s of insurance on the lives of ustees. officers. or sther emplioyees holding positions of similar
responsibility are allowable only to the extent that the insurance represents additional compensation.
The costs of such insurance when the crganization is named as beneficiary are unaliowable.

2. Pension plan costs.

(1) Costs of the orgamzz;tion's pension plan which are incurred in accordance with the established
policies of the organizauon are allowable. provided:

(a) Such policies meet the test of reasonableness:
(b1 The methods of cost allocation are not discriminatory:

() The cost assigned 10 each fiscal vear 1s deterrained ip accordance with generally accepted accounting
panciples (G2 AP). as prescribed in Accounting Principles Board Opinion No. 8 issued by the Amencan
instirute of Certified Public Accountants; and

(d) The costs assigned to a given fiscal year are funded for all plan participants within six months after
the end of that vear. However, increases 10 normal and past service pension costs caused by a delay in
funding the actuarial liability beyond 30 davs after each guarter of the vear to which such costs are
assignabie are unailowable.
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(2) Pension plan termination insurance premiums paid pursuant 1o the Employee Retirement Income
Security Act (ERISA) of 1974 (Pub. L. 93-406) are allowable. Late payment charges on such premiums

are unallowable.

(3) Excise taxes on accumulated funding deficiencies and other penalties imposed under ERISA are
unallowable.

b. Incentive compensation. Incentive compensation to employees based on cost reduction. or efficient
performance. suggestion awards, safety awards. etc., are allowable to the extent that the overall
compensation is determined to be reasonable and such costs are paid or accrued pursuant 10 an
agrecment entered into in good faith between the organization and the employees before the services
were rendered. or pursuant to an established plan followed by the organization so consistently as to
imply. in effect. an agreement to make such payment.

i. Qvertime, extra pay shi& and multi-shift premiums. See paragraph 28.
j. Severance pay. See pamgﬁph 45.

k. Traiping and education costs. See paragraph 49.

1. Support of salaries and wages.

(1) Charges to awards for salaries and wages, whether treated as direct costs or indirect costs, will be
based on documented payrolls approved by a responsible offi -1ai(s) of the organization. The distribution
of salaries and wages to awards must be supported by-personnel activity reports. as prescribed in
subparagraph (2). except when a substitute system has been approved in writing by the cognizant
agency. (See subparagraph E.2 of Attachment A}

(2) Reports reflecting the distribution of activity of each employee must be maintained for all staff
members (professionals and nonprofessionals) whose cormpensation is charged. in whole or in part.
directly to awards. In addition, in order to support the allocation of indirect costs. such reports must also
be maintained for other employees whose work involves two or more funcuons or activities if a
distribution of their compensation between such functiops or activities is needed in the determination of
the organization's indirect cost rate(s) (e.g., an employee engaged part-time in indirect cost activites and
part-time in a direct function). Reports maintained by non-profit organizations to sausfy these
requirements must meet the following standards:

{a) The reports must reflect an affer-the-fact determination af the acrual activity of each employee.
Budget estimates (i.e., estimates determined before the services are performed) do not qualify as support

for charges to awards.

(b) Each report must «..ount for the to1a! activity for which emplovees are compensated and which 1s
required in fulfillment of their obligations 1o the organizanon.

() The reports must be signed by the individual emplovee. or by a responsible supervisory official
having first hand knowledge of the actuviues performed by the emplovee. that the dismbuuon of acuviny
represents a reasonable estimate of the actual work performed by the emplovee during the penods

covered by the reports.

(d) The reports must be prepared at least monthly and must coincide with one or more pay periods.

(3) Charges for the salaries and wages of nonprofessional employess. in addition to the supporting
documentation described in subparagraphs (1) and (2). must also be supported by records indicatag
the total number of hours worked each dav maintained in conformance with Deparanent of Labor
regulatons implementing the Fair Labor Standards Act (FLSA) (29 CFR Part 516). For this purpose.
the term "nonprofessional emplovee” shall have the same meaning as "nonexempt employee,” under

FLSA.
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(4) Salaries and wages of employees used in meenng cost sharing or matching requirements on awards
must be supported in the same manner s salaries and wages claimed for reimbursement from awarding

agencies.

7. Contingency provisions. Contributions to a contingency I€serve or any similar provision made for
events the occurrence of which cannot be foretold with certainty as to time. intensity. or with an
assurance of their happening, are unallowable. The term "contingency reserve” excludes self-insurance
reserves (see subparagraphs 6.f (3) and 18.a(2)(d); pension funds (see subparagraph 6.g): and
reserves for normal severance pay (see subparagraph 45.b(1)).

8. Contributions. Contributions and donations by the orgaﬁjzation to others are unallowable.

9. Depreciation and use atlowances.

| a. Compensation for the use of buildings, other capital improvements. and equipment on hacd may be
made through use allowances or depreciation. However, except as provided in subparagraph {. a
combination of the two methods may not be used in connection with a single class of fixed assets (e.¢..

buildings. office equipment, computer equipment, etc.).

b. The computation of use allowanzes or depreciation shall be based on the acquisition cos' of the assets
involved. Tuc acquisition cost of an asset donated to the organization by a third party shall be its fair
market value at the time of the donation.

¢. The computation of use allowances or depreciation will exclude:

(1) The cost of land:

(2) Any portion of the cost of buildings and equipment borne by or donated by the Federal Government
irrespective of where title was originally vested or where it presently resides:. and

(3) Any portion of the cost of buildings and equipment contributed by or for the organization in
satsfaction of a statutory matching requirement.

d. Where the use allowance method is followed. the use allowance for buildings and improvement
(including land improvements, such as paved parking areas, fences, and sidewalks) will be computed at
an annual rate not exceeding rwo percent of acquisition cost. The use allowance for equipment will be
computed at an annual rate not exceeding six and two-thirds percent of acquisition cost. When the use
allowance method is used for buildings, the entire building must be teated as a single asset; the
building's components (€.g., plumbing system, heating and air conditioning, etc.) cannot be segregated
from the building's shell. The two percent limitation, however, need not be applicd to equipment who ™
is merelv attached or fastened to the building but not permanently fixed 10 1t and which 1s used as
furnishings or decorations or for specialized purposes (e.g., dennst chairs and dental weamment units,
counters. laboratory benches bolted to the floor. dishwashers, carpeting. etc.). Such equipment will be
considered as not being permanently fixed to the butlding if it can be removed without the need for
¢~stlv or extensive alterations or repairs to the building or the equipment. Equipment that meets these
criteria will be subject to the six and two-thirds percent equipment use allowance limitation.

e. Where depreciation method is followed. the period of useful service (userul life) established in ach
case for usable capital assets must take into consideranion such factors as rype of construction, nature of
the equipment used. technological developments in the parncular program area. and the renewal and
replacement policies followed for the individual items or classes of assets involved. The method of
depreciation used to assign the cost of an asse (or group of assets) to accounung periods shall reflect the
pattern of consumption of the asset during its useful life. In the absence of clear evidence indicating that
the expected consumption of the asset will be significanty greater or lesser in the early portions of it
useful life than in the later portions. the saight-line method shall be presumed to be the appropriate
method. Depreciation methods once used shall not be changed unless approved in advance by the
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cognizant Federal agency. When the depreciation method is introduced for applicadon to assets
previously subject to a use allowance, the combination of use allowances and depreciation applicabie to
such assets must not exceed the to1al acquisition cost of the assets. When the depreciation method 15
used for buildings, a building's shell may be segregated from each building component (¢.g.. plumbing
system, heating. and air conditioning system, etc.) and each item depreciated over its estimated useful
life; or the entire building (i.e.. the shell and all components) may be reated as a single asset and
depreciated over a single useful life. -

f When the depreciation method is used for a particular class ~f assets. no depreciation may be allowed
on any such assets that. under subparagraph e, would be viewed as fully depreciated. However, 2
reasonable use atlowance may be negotiated for such assets if warranted after taking into consideranon
the amount of depreciation previously charged to the Federal Government, the estimated useful life
remaining at time of negotiation. the effect of any increased maintenance charges or decreased
efficiency due to age, and any other factors perunent 1o the utilization of the asset for the purpose

contemplated.
g. Charges for use allowances or depreciation must be supported by adequate property records and
physical inventories must be taken at least once every two years (2 statistical sampling basis is

acceptable) to ensure that assets exist and are usable and needed. When the depreciauon mcth_od 1s
followed. adequate depreciation records indicating the amourt of depreciation taken each period must

also be mamntained.
10. Donations.

a. Services received.

(1) Donated or volunteer services may be furnished to an organization by professional and technical
- personnel. consultants. and other skilled and unskilled labor. The value of these services 1s not
reimbursable either as a direct or indirect cost. :

(2) The value of donated services utilized in ti-= performance of a direct cost activity shall be considered
in the determination of the organization's indirect cost rate(s) and. accordimgly. shall be allocated a
proportionate share of applicable indirect costs when the following circumstances exist:

(a) The aggregate value of the services is material:

(b) The services are supported by a significant amount of the indirect costs incurred by the organizaton.

{c) The direct cost activity is not pursued primarly for the benefit of the Federal Government,

(3) In those mnstances where there 15 ne Lasis for determr g the fair market value of the services
rendered. the recipient and the cognizant agency shall negonate an appropriate allocation of indirect cost

to the semvices.

() Where donated services directly benefit a project supported by an award, the indirect costs allocated
to the services will be copsidered as a pant of the toral costs of the project. Such indirsct costs may be
reimbursed under the award or used 10 meet cost sharing or matching requirements.

(5) The value of the donated services may be used to meet cost sharing or matching requirements under

conditions described in Sec. 23 of Circular A-110. Where donated services are treated as indirect
costs. indirect cost rates will separate the value of the donations so that reimbursement will not be made.

{6} Fair market value of donated services shall be computed as follows:

ta) Rates for volunteer services. Rates for volunteers shall be consistent with those regular rates pa - for
similar work in other acuvities of the organization. [n cases where the kinds of skills involved ar  zot
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found in other activities of the organizarion, the rares used shall be consistent with those paid for similar
work in the labor marker in which the organization competes for such skills.

(b} Services donated by other organizations. When an employer donates the services of an employee,
these services shall be valued ar the employee's regular rate of pay (exclusive of fringe benefits and
indirect costs), provided the services are in the same skill for which the employee is normally paid. If
the services are not in the same skill for which the employee is normally paid, fair market value shal] be

computed in accordance with subparagraph (a).

b. Goods and space.

(1) Donated goods; i.e., expendable personal property/supplies, and donated use of space may be
furnished to an organization. The value of the goods and space is not rcimbursab!c etther as a direct or

indirect cost.

(2) The value of the donations may be used to meet cost sharing or matching share requirements under
the conditions described in Sec. —-23 of Circular A-110. The value of the donarions shall be
determined in accordance with Sec. —_-23 of Circular A-110. Where donations are weared as indtrect
costs. indirect cost rates will separate the value of the donations so that reimbursement will not be made.

I1. Employee morale, health, and welfa: - costs and credits. The costs of house publications, health or
first-aid clinics. and/or infirmaries, recreational activities, employees’ counseling services, and other
expenses incurred in accordance with the organization’s established practice or custom for the

improvement of working cunditions, employer-employee relations, employee morale, and employee
performance are allowable. Such costs will be equitably apportioned to all activities of the organization.

12. Entertainment costs. Costs of amusement. diversion. social acuvites. ceremonials, and costs relaong
thereto. such as meais, lodging, rentals, transportation, and gratuities are unallowable (but see
paragraphs 11 and 26).

15. Equipment and other capital expenditures.

a. As used in this paragraph, the following terms have the meantngs set forth below:

(1) Equipment means an article of nonexpendable tangible personal property having a useful life of
more than two vears and an acquisition cost of $500 or.more Per umit. An organization mav use its own
definition, provided that it at ]east includes all nonexpendable tangible personal property as defined

herein.

(2) Acquisition cost means the npet invoice umit price of an item of equipment. including the cost of any
modifications. attachments, accessories. or auxiliary apparatus necessarv to make i usable for the
purpose for whick it is acquired. Ancillary charges. such as taxes. duty. protective in-transit insurance.
frerght. and instaliation shall be included in o excluded from acquisition cost in accordance with the

Orgamzaton's regular written accounting practices.

(%) Special 0S€ equipment means equipment which is usable only for research, medical, scientific.
or technical acuvities. Examples of special purpose equipment include INICTOSCOPES, X-ray machines.
surgical instruments, and spectrometers.
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b. (1) Capital expenditures for general purpose equipment are unallowable as a direct cost except with
the prior approval of the awarding agency.

(2) Capital expenditures for special purpose equipment are allowable as direct costs, provided that rtems
wvith a unit cost of $1000 or more have the prior approval of the awarding agency.

c. Capital expenditures for land or buildings are unallowable as a direct cost except with the prior
approval of the awarding agency. _

d. Capital expenditures for improvements to land. buildings, or equipment which materially increase
their value or useful life are unallowable as a direct cost except with the prior approval of the awarding
agency.

e. Equipment and other capital expenditures are unallowable as indirect costs. However, see paragraph
9 for allowability of use allowances or depreciation on buildings, capital improvements, and equipment,
Also, see paragraph 43 for allowability of rental costs for land. buildings. and equipment.

14. Fines and penaities. Costs of fines and penalties resulting from violations of, or failure of the
organization to comply with Federal, State, and local laws and regulanons are unaliowable except when
incurred as a result of compliance with specific provisions of an award or instructions in writing from

the awarding agency.
15. Fringe benefits. See subparagraph 6.1.

16. Idle facilities and 1dle capacity.
a. As used in this paragraph, the following terms have the meanings set forth below:

(1) Facilities means land and buildings or any portion thereof. equipment individually or collecuvely. or
anv other tangible capital asset, wherever located, and whether owned or leased by the organizarion.

(2) Idle facilities means completely unused facilities that are excess to the organization's cwrrent needs.

(3) Idle capacitv means the unused capacity of parually used facilides. It is the difference between that
which a facility could achieve under 100 percent operating time on a one-shift basis less overating
interTuptions resulting from time lost for repairs, setups, unsatsfactory materials, and other normal
delays. and the extent to which the facility was actually used to meet demands during the accounting
period. A mult-shift basis may be used if it can be shown that thus amourt of usage could normally be

expected for the type of facility 1avolved.

(4) Costs of idie facilities or idle capacitv means cnsts such as maintenance, repair. housing. reni. and
other related costs. e.g.. property taxes. insurance. and depreciation or use allowances.

b. The ¢~ sts of idle facilities are unallowable except to the extent that:
1 1) They are necessary 1o meet fluctuanons in workload: or

(2} Although not necessarv to meet fluctuanons in workload, thev were necessary when acgurred and
are now 1dle because of changes in program requirements. efforts 10 achieve more economical
operations, reorganization, termination. or other causes which could not have been reasonably foreseen
Under the exception stated in this subparagraph, costs of idle facilities are allowable for a reasonable
peniod of ume. ordinanly not to exceed one vear. depending upon the wiuatve taken 10 use, lease, or
dispose of such facilines (but see subparagraphs 48.b and d).

<. The costs of idie capacity are normal costs of doing business and are z factor 1o the normal
fluctuanions of usage or indirect cost rates from period 10 period. Such cosis are aiiowable. provided the
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capacity is reasonably anticipated to be necessary or was originally reasonabie and is not subject to.
reduction or elimination by subletting. renting, or sale. in accordance with sound business. economics.
or security practices. Widespread idle capacity throughout an entire facility or among a group of assets

having substantially the same function may be idle facilines.

17. Independent research and development. [Reserved]
18. Insurance and indemnification.

a. Insurance includes insurance which the organization is required to carry. or which is approved. under
the terms of the award and any other insurance which the organization maintains in connection with the
general conduct of its operations. This paragraph does not apply to insurance which represents fringe

benefits for emplovees (see subparagraphs 6.f a_nd 6.2(2)).
(1) Costs of insurance required or approved. and maintained, pursuant to the award are allowable.

{2) Costs of other insurance maintained by the organization in connec jon with the general conduct of 1ts
operations are allowable subject to the following hmitatnons:

(a) Types and extent of coverage shall be in accordance with sound business practice and the rates and
premiums shall be reasonable under the circumstances.

(b) Costs aliowed for business interruption or other similar insurance shall be limited to exclude
coverage of management fees.

(c) Costs of insurance or of any provisions for a reserve covering the risk of loss or damage to Federal
property are allowable only to the extent that the organization 1s liable for such loss or damage.

(d) Provisions for a reserve under 2 self-insurance program are allowable to the extent that types of
coverage. extent of coverage, rates, and premiums would have been allowed had msurance been
purchased to cover the risks. However, provision for known or reasonably estimated seif-insured
liabilines. which do not become payable for more than one year after the provision 1s made. shall not

exceed the present value of the hiability.

{e) Costs of insurance on the lives of trustees, officers, or other emplovees holding positions of similar
responsibilities are allowabie only 10 the extent that the insurance represents additional compensation
{see subparagraph 6.f(4)). The cost of such insurance when the organization 1s 1dentified as the

beneficiary is unaliowable.

(3) Acrual losses which could have been covered by permissible insurance (through the purchase of
insurance or a self- asurance program) are unatlowable unless expressly provided for ‘n the award.
excepr.

ta) Costs incurred because of losses not covered under nominal deductible insurance coverage provided
1m Kkeeping with sound business pracnce are allowable.

1b} Munor losses not covered by insurance. such as spoilage. breakage. and disappearance of supplies.
which occur 1n the ordinary course of operations. are allowable.

t. Indemnification includes securing the organization against liabilities to third persons and any other
‘oss or damage. not compensated by insurance or otherwise. The Federal Government is obligated to
indemnify the orgamzaton only to the extent expressly provided in the award.

19 Interest. fundraising. and investmen! management COSts.
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(1) Costs incurred for interest on borrowed capital or temporary use of endowment funds, however
represented. are unallowable, However. interest on debt incurred after the effective date of this revision
to acquire or replace capital assets (including repovations. alterarions, equipment, land. and capnal
assets acquired through capital leases), acquired after the effective date of this revision and used 1o
support of sponsored agreements is allowable, provided that:

(a) For facilities acquisitions (excluding renovations and alterations) costing over $10 million where the
Federal Government's reimbursement is expected to equal or exceed 40 percent of an asset's cost. the
non-profit organizanon prepares, prior to the acquisition or replacement of the capital asset(s),a
justification that demonstrates the need for the facility in the conduct of federally-sponsored actvines.
Upon request, the needs justification must be provided to the Federal agency with cost cognizance
authority as a prerequisite to the continued allowability of interest on debt and depreciation related to
the facility. The needs justification for the acquisition of a facility should include, at a minimum. the

followng:

A statemert of purpose and justification for facility acquisition or replz ement
A statement as 10 why current facilinies are not adequate

A statement of planned furure use of the facility

A description of the financing agreement to be arranged for the facility

A summary of the building contract with estimated cost information and statement of source and use of
funds _ )

A schedule of planned occupancy dates

(b) For facilities costing over $500.000. the non-profit organization prepares, prior to the acquisition or
replacement of the facility, a lease/purchase analysis tn accordance with the provisions of Sec. _ .30
through .37 of Circular A-110, which shows that a financed purchase or capital lease 1s less costy to
the organization than other leasing altematives, on a net present value basis. Discount rates used should
be equal to the non-profit organization's anticipated interest rates and should be no higher than the fair
market rate available to the non-profit organization from an unrelated ("arm’s length") third-party. The
leasespurchase analysis shall include a comparison of the net present value of the projected total cost
comparisons of both alternatives over the period the asset is expected to be used by the nop-profit
organization. The cost comparisons assoclated with purchasing the facility shall include the estimated
purchase price. anticipated operating and maintenance costs (including property taxes, if applicable) not
included in the debt financing, less any estimated asset salvage value at the end of the period defined
above. The cost comparison for a capital lease shall include the estimated total lease payments, any
estimated bargain purchase option. operating “nd maintenance costs. and taxes not included in the
capital leasing arTangement. less any estimated credits -~ . under the iease at the end of the period
defined above. Projected operating lease costs shall be based on the antcipated cost of leasing
comparable facilities at fair market rates under rental agreements that would be renewed or reestablished
over the period defined above. and any expected maintenance costs and allowable property taxes ¢ be
borne by the non-profit organization directly or as part of the lease arrangement.

(¢} The actual interest cost claimed is predicated upon interest rates that are no hizher than the farr
market rate available to the non-profit organization from an unrelated ("arm's length”) third party.

(d) Investment earnings. including interest mcome. on bond or loan principal, pending pavment of the
CONSTUCHON Of acquIsIuOn COSts, are used to offset allowable interest cost. Arbitrage earnings reportable
to the Internal Revenue Service are not required to be offset against allowable interest costs..

(¢) Reimbursements are limited to the ieast costly alternative based on the total cest analvsis required

under subparagraph (b). For example. if an operaung lease is determined to be less costly than
purchasing through debt financing, then reimbursement 1s limited tc the amount determined if leasing
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had been used. In all cases where a lease/purchase analysis is performed. Federal ~:imbursement shall
be based upon the least expensive alternative.

(f) Non-profit organizations are also subject to the following conditions:

(i) Interest on debt incurred to finance or refinance assets acquired before or reacquired after the
effective date of this Circular is not allowable.

(ii) For debt arrangements over $1 million. unless the non-profit organization makes an initial equity
contribution 1o the asset purchase of 25 percent or more, non-profit organizatons shall reduce claims for
interast expense by an amount equal to imputed interest eamings on excess cash flow. which is 1o be_
calculated as follows. Annually, non-profit organizations shall prepare a cumulativé (from the incepion
of the project) report of monthly cash flows that includes inflows and outflows. regardless of the
funding source. Inflows consist of depreciation expense, amortization of capitalized construcuon
interest, and annual interest expense. For cash flow calculations, the annual inflow figures shall be
divided by the nunber of months in the year (usually 12) that the buildi.g 1s 0 service for monthlv
amounts. Outflows consist of initial equity contributions, debt principal payments (less the pro rat
share attributable to the unallowable costs of land) and interest payments. Where cumulative inflows
exceed cumulative outflows, interest shall be calculated on the excess inflows for that period and be
reated as a reduction to aliowable interest expense. The rate of interest to be used to compute earnings
on excess cash flows shall be the three month Treasury Bill closing rate as of the last business day of

that month.

(iii} Substantial relocation of federally-sponsored activities from a faciliry financed by indebtedness. the
cost of which was funded in whole or part through Federal reimbursements. to another factlity prior to
the expiration of a period of 20 vears requires notice to the Federal cognizant agency. The extent of the
reiocation. the amount of the Federal participation in the financing, and the depreciation and interest
charged to date may require negotiation and/or downward adjustments of replacement space charged 1o
Federal programs in the future. :

(iv) The allowable costs to acquire facilities and equipment are limiteg to a fair market value available
10 the non-profit organization from an unrelated ("arm's length”) third party. _

(2) For non-profit organizations subject to "full coverage™ under the Cost Accounting Standards (CAS)
as defined at 48 CFR 9903.201. the interest allowability provisions of subparagraph a do not apply.
Insteac. these organizations' sponsored agreements are subject to CAS 414 (48 CFR 9903.414). cost of
money as an element of the cost of facilities capital. and CAS 417 (4% CFR 9903.417). cost of money as
an element of the cost of capital assets under consmuction.

(3) The foliowing definitions are to be used for purpoés of paragraph 19:

(a) Re-acquired assets means assets held by the non-profit organization prior to the effective date of tus
revision that have again come to be held by the organization. whether through repurchase or
refinancing. It dees not include assets acquired to replace older assets.

() lnital equtv contmibuton means the amoun: or value of conmibutions made by non-Federal ennines
for the acquisition of the asset or prior to occupancy of factlines.

{c) Asset costs means the capitalizable costs of an asset. including consmruction costs, acquIsinon COSIs.
and other such costs capitalized in accordance with GAAP.

b. Costs of organized fundraising. including financial campaigns, endowment drives, solicitation of gifts
and bequests. and similar expenses incurred solelv to raise capital or obtain contributions are
unaliowable.

2. Costs of :nvestment counsel and staff and similar expenses incurred solely to enhance 1.come from
investnents are unallowable.



d. Fundraising and investment activities shall be allocated an appropriate share of indirect costs under
the conditions described in subparagraph B.3 of Attachment A.

20. Labor relations costs. Costs incurred ir maintaining sarisfactory relations between the organization
and its employees. including costs of labor management committees. emplovee publicatons, and other

related acuvines are allowable.

21. Lobbving.

a. Notwithstanding other provisions of this Circular. costs associated with the following actvities are
unaliowable: : . :

(1) Attempts to influence the outcomes of any Federal, State, or local clectiop,_r'cfcrm_dupa, initiaive, or
stmilar procedure, through in kind or cash contribunions, endorsements, publicity, or similar actvity;

(2) Estabiishing,. admi.nisteziﬁg. contributing to, or paying the expenses of a political party, campaign.
political action commuttee, or other organization established for the purpose of influencing the outcomes
of elections: '

(3) Any attempt to influence: (i) The introd..cion of Federal or State legislaton: or (1) the euactment or
modification of any pending Federal or State legislation through communication with any member or
employee of the Congress or State legislature (including efforts 1o influence State or local officials to
engage 1n similar lobbying acuvity), or with any Govermmer.: official or emplovee in connection with a
decision to sign or vero enrolied legislation; -

(4) Any attempt to influence: (1) The introduction of Federai or State legislation; or (ii) the enactment or
modification of any pending Federal or State legislation by preparing. distributing or using publicity or
propaganda, or by urging members of the general public or any segment thereof to contribute to or
parucipate m any mass demonstration. march, rally, fundraising drive. lobbying campaign or letter
writing or telephone campaign: or

(5) Legslanve liaison activities, including attendance at legislative sessions or committee hearings, _
gathering iformation regarding legislation. and analyzing the effect of iegislation, when such activities
are carmed on in support of or in knowing preparation for an effort to engage in unallowable lobbying.

b. The following activities are excepted from the coverage of subparagraph a:

(1) Providing a technical and factual presentation of information on a topic directly related to the
perfcrmance of a grant. ~~ntract or Cther agreement through hearing testimony, statements or letters to
the Congress or a State  aisiature. ot subdivision, member, or cognizant staff member thereof. in
response 1o a documer.. - 1equest (including a Congressional Record notice requesting testumony or
staternents for the record at a regularly scheduled heanng) made by the recipient member, iegislative
body or subdivision. or a cognizant staff member thereof: provided such information is readily
obtainable and can be readily put in deliverabie form; and further provided that costs under this section
for travel, lodging or meals are unallowable unless incurred 1o offer testimony at a regularly scaeduled
Congressional hearing pursuant to a written request for such presentation made by the Chairman or
Ragking Minonty Member of the Committee or Subcommittee conducting such hearing.

(2) Any loboving made unailowable by subparagraph a(3) to influence State legislation in order to
directly reduce the cost. or to avoid material impairment of the organizanon’s authonty to perform the
grant. conwmact, or other agreement.

(3} Any activity specifically authonized by stanute to be undertaken with funds from the grant. contract,
or other agreement.

¢. (1) When ar organizauon seeks reimbursement for indirect costs, total lobbying costs shall
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separately identified in the indirect cost rate proposal. and thereafter treated as other unallowable
activity costs in accordance with the procedures of subparagraph B.3 of Attachment A.

(2) Organizations shall submit. as part of the annual mndirect cost rate proposal, a certification that the
requirements and standards of this paragraph have been complied with. :

(3) Organizations shall maintain adequate records to demonstrate that the determination of costs as
being allowable or unallowable pursuant to paragraph 21 complies with the requirements of this
Crrcular.

(4) Time logs, calendars, or similar records shall not be required to be created for purposes of _
complying with this paragraph during any particular calendar month when: (1) the employee engages in
lobbying (as defined in subparagraphs (a) and (b)) 25 percent or less of the employee’s compensated
hours of employment during that calendar month, and (2) within the preceding five-vear period. the
organization has not materially misstated aliowable or unallowable costs of any nature. including
legislative loboying costs. When conditions (1) and (2) are met, organizations are not required to
establish records to support the allowabliliy of claimed costs in addition to records already required or
maintained. Also, when conditions (1) and (2) are met, the absence of time logs. calendars. or similar
records will not serve as a basis for disallowing costs bv contesung estimates of lobbying ime spent by
employees during a calendar month.

(5) Agencies shall establish procedures for resolving in advance, in consultation with OMB, any
significant questions or disagreements concerning the interpretation or application of paragraph 21.
Any such advance resolution shall be binding in any subsequent settlements, audits or investigations
with respect to that grant or contract for purposes of interpretation of this Circular; provided, however.
that this shall not be construed to prevent a contractor or grantee from contesting the lawfulness of such
2 determiranon.

22. Losses on other awards. Any excess of costs over income on anv award is unallowable as a cost of
any other award. This includes. but 1s not limited to. the organization's contributed portion by reason of
cost sharing agreements or any under-recovertes through negotiation of lump sums for, or ceilings on.

indirect costs.

23, Maintenance and repair costs. Costs incurred for necessary maintenance. repair, or upkeep of
buildings and equipment (including Federal property unless otherwise provided for) which neither add
to the permanent value of the property nor appreciably prolong its intended life, but keep it in an
efficient operanng condition, are allowable. Costs incurred for improvements which add to the
permanent value of the builldings and equipment or appreciably prolong their intended life shaii be
treated as capital expenditures (see paragraph 13).

24. Materials and supplies. The costs of matenials and supplies necessary 1o cary out an award are
allowable. Such costs should be charged at their actuai prices after deducting all cash discounts, trade
discounts, rebates, and allowances received by the organization. Withdrawals from g« neral stores or
stockrooms should be charged at cost under any recogmzed method of pricing consistently applied.
Incoming transportauon charges may be 2 proper pant of matenial cost. Matenals and supplies charged
as a direct cost should include only the matenals and supplies actually used for the performance of the
contract or grant. and due credit should be given for any excess matenials or supplies retatned, or
returned to vendors.

25 Meeungs and conferences.

a. Costs associated with the conduct of meetings and conferences include the cost of renting facilities.
meals, speakers’ fees. and the like. But see paragraph 12, Entertainment costs, and paragraph 30.
Participant support costs.

b. To the extent that these costs are identifiabie with a particuiar cost objective, they should be charged
o that objective (see paragraph B of Attachment A). These costs are allowable. provided that they
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b. Costs of the organization's-subscriptions to civic, business, profess
allowable. '

c. Costs of attendance at meetings and conferences sponsored by others when the primary purpose is the
dissemination of technical informarion are allowable. This includes costs of meals, transportation, and

other items incidental to such attendance.

meet the general tests of allowability, shown in paragraph A of Attachment A to this Circular.

¢. Costs of meetings and conferences held to conduct the general administation of the organizanuon are
atlowable.

26. Memberships. subscriptions, and professiopal activitv costs.

a. Costs of the organization's membership in civic, business, technical and professional organizations are
aliowable. :

ional. and technical periodicals are

27. Organization costs. Expenditures, such as incorporation fees, brokers' fees, fees to promoters.

organizers or management consultants. att : _ 1t CO her ¢
emplovees of the organization, in connection with establishment or reorganizanon of an organization.

are unallowable except with prior approva: of the awarding agency.

ormeys. accountants. Of investment counselors. whether or not

28. Qvertime, extra-pay shift, and multi-shift premiums. Premiums for overtime, extra-pay shifts, and
multi-shift work are allowable only with the prior approval of the awarding agency except:

a. When pecessary to cope with emergencies. such as those resulting from accidents. natural disasters.
breakdowns of equipment, or occasional operational bottlenecks of 2 sporadic nature.

b. When employees are performing indirect functions, such as administration, maintenance. of
accounting. '

¢. In the performance of tests, laboratory procedures, or other similar operations which are CONMDUOUS 1
nature and cannot reasonably be interrupted or otherwise completed.

d. When lower overall cost to the Federal Government will resuit.

29. Page charges in professional journals. Page charges for professional journal publications are
allowable as a necessary par of research costs, where:

a. The research papers report work supperted by the Feders' Government; and

b. The charges are levied impartially on all research pz- .. published by the journal. whether or not t

federallv-sponsored authors.

30. Farticipant support costs. Participant support costs are direct costs for items such as supends or
subsistence allowances, travel allowances, and registration fees paid to or on behalf ot part:cipants or

trainees (but not emplovees) in connection with meeungs. conferences. symposia, or Taining projects.

These costs are allowable with the prior approval of the awarding agency.

31. Paient costs.

a. Costs of {i) preparing disclosures, reports, and other documents required oy the award and of
searching the art to the extent necessary to make such disclosures, (i1) preparing docvments and any
other patent costs in connection with the filing and prosecution of a United States patent applicauon
where title or rovalty-free license is required by the Federal Government to be conveyved to the Federal
Govemment. and (i11) general counseling services relating to patent and copyright matters. such a
advice on patent and copyright laws, regulations, clauses, and employee agreements are allowab.  (but
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see paragraph 35).

b. Cost of preparing disclosures. reports. and other documents and of searching the art to the extent
necessary to make disclosures, if not required by the award. are upallowabie. Costs in connection with
(i) filing and prosecuting any foreign patent application. or (i) any United States patent appiication.
where the award does not require conveying title or a royalty-free license to the Federal Government.
are unallowable (also see paragraph 44).

32. Pension plans. See subparagraph 6.g.

33. Plant security costs. Necessary expenses incurred to comply with Federal security requirements or
for facilities protection, including wages. uniforms, and equipment of personne! are allowable.

34 Pre.award costs. Pre-award costs are those incurred prior to the effective date of the award directly
pursuant to the negotiation and in anticipation of the award where such costs are necessary 1o comply
with the proposed Aelivery schedule or period of performance. Such costs are allowabie only to the
extent that they would have been allowable if incurred after the date of the award and only with the

written approval of the awarding agency.

33. Professional service costs.

a. Costs of professional and consultant services rendered by persons who are members of a partcular
profession or possess 2 special skill, and who are not officers or employees of the organization, are
allowable. subject to subparagraphs b, ¢, and d when reasonable in relation to the services rendered
and when not contingent upon recovery of the costs from the Federal Government.

b. In determining the allowability of costs in a particular case. no single factor or any special
combination of factors is necessarily determinative. However. the following factors are relevant:

(1) The nature and scope of the service rendered in relation to the service required.

(2) The necessity of contracting for the service. considering the organization's capability in the
particular area.

(3) The past pattern of such costs, particularly in the years pnor t© Federal awards.
{4) The impact of Federal awards on the organization’s business {i.e.. what oew problems have anisen).

(3) Whether the proportion of Federal work to the organizanon's total business 1s such as 1o influence
the organization in favor of incurring the cost. particularly where the services rendered are not of a
continuing nature and have little relationship 10 work under Federal grants and contracts.

16) Whether the service can be performed more economically by direct emplovment rather than
zontracting.

'™y The gualificaticns of the individual or concern rendering the service and the customary fees charged.
especially on non-Federal awards.

{%) Adequacy of the contractual agreement for the service (€.g2.. description of the service, esumate of
ume required. rite of compensanon, and termination provisions).

¢ In addition to the factors in subparagraph b, retainer fees to be allowable must be supported by
evidence of bona fide services available or rendered.

d Costof legal. accounting, and consulting services. and related costs incurred in connection with
defense of antitrust suits. and the prosecutio:. of clatms against the Federal Government. are
unallowable. Costs of legal, accounting and cor sulting services, and related costs, incurred
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connection with patent infringement li gaton. organization and reorganizarion. are unallowable unless
otherwise provided for in the award (but see subparagraph 48.¢).

36. Profits and iosses on disposition of depreciable propertv or other capital assets.

a. (1) Gains and losses on sale. retirement, or other disposition of depreciable property shall be included
in the year in which they occur as credits or charges to cost grouping(s) in which the depreciation
applicable to such property was included. The amount of the gain or loss to be included as a credit or
charge 10 the appropriate cost grouping(s) shall be the difference between the amount realiced on the

property and the undepreciated basis of the property.

(2) Gains and losses on the disposition of depreciable property shall not be recognized as a separate.
credit or charge under the following conditions: _

{a) The gain or loss 13 processcd through a depreciation reserve account and is reflected in the
depreciation allowable under paragraph 9.

{b) The property 1s given in exchange as part of the purchase price of a similar item and the gain or loss
Is taken into account in determining the depreciation cost basis of the new item.

(c) A loss results from the failure to maini ‘2 permissible insurance, except as otherwise provided in
subparagraph 18.a(3).

{d) Compensation for *he use of the property was provided through use allowances in lieu of
depreciation in accordance with paragraph 9.

(e) Gains and losses arising from mass or extraordinary sales. retirements. or other dispositions shall be
considered on a case-by-case basis.

b. Gains or losses of any nature arising from the sale or exchange of property other than the property
covered in subparagraph a shall be excluded in computng award costs.

37. Public information service costs.

a. Public information service costs include the costs associated with pamphlets. news releases. and other
forms of information services. Such costs are normallv wmeurred 1o: '

(1) Inform or instruct individuals, groups, or the general public.
(2} Inteest individuals 6r groups in partic pating in a service program of the organization.
(3) Disseminate the results of sponsored and nonsponsored activities.

b. Public information service costs are allowable as direc; costs with the prior approval ot the awarding
agency. Sach costs are unallowable as indirect costs.

3%. Publication and printing costs.

a. Publicauon costs include the costs of printing {including the processes of composition. plate-making,
press work. binding, and the end products produced by such processes). distribution, promotion.
mailing, and general handling.

b. If these costs are not identifiable with a particular cost objective. thev should be allocated as indirect
costs to all benefiting activities of the organization.

¢. Publication and printing costs are unallowabie as direc: costs except with the prior approval of the
awarding agency.



d. The cost of page charges in journals is addressed paragraph 29.

39. R gement and alteration costs. Costs incurred for ordinary or normal rearrangement and
alteration of facilities are allowable. Special arrangement and alteration costs incurred specifically for

the project are allowable with the prior approval of the awarding agency.

40. Reconversion costs. Costs incurred in the restoration or rehabilitation of the organization's facilines
to approximately the same condition existing immediately prior to commencement of Federal awards.
fair wear and tear excepted, are allowable.

41. Recruiting costs. The following recruiting costs are aliowable: cost of "heip wanted” advertising.
operating costs of an employment office. costs of operating an educational testing program. travel
expenses including food and lodging of employees while engaged in recruiting personnel. mavel costs of
applicants for interviews for prospective employment, and relocation costs i=curred incident 10
recruiment of new employees (see subparagraph 42.c). Where the organi-ation uses employment
apencies. COS!S Ot In €XCess of standard commercia! rates for such services are allowable.

42 Relocation costs.

2. Relocatinn costs are costs incident to the permanent change of duty assignment (for an ir jefinite
period or for a stated period of not less than 12 months) of an existing employee or upon recruitment of
a new employee. Relocation costs are allowable, subject to the limitation described in subparagraphs

b, ¢, and d, provided that:
(1) The move is for the benefit of the employer.

(2) Reimubursement to the employee 1s in accordance with an established wrinten policy consistently
foliowed by the empioyer. .

(3) The reimbursement does not exceed the employee's actual (or reasonably estimated) expenses.
b. Allowable relocation costs for current employees are limited to the following:

(1) The costs of transportation of the employee, members of his immediate family and his household,
and personal effects to the new location.

(2) The costs of finding a new home. such as advance trips by employees and spouses 1o locate living
quarters and temporary lodging during the transition period. up to maximum period of 30 days,
including advance m7 ume. :

(3) Closing costs. such as brokerage. legal, and appraisal fees. incident 1o the disposifion of the
emplovee's former home. These costs. together with those described in (4). are limited -~ & per cent of
the sales price of the employee's former home.

(4) The continuing costs of ownership of the vacant former home after the settiement or lease date of the
emplovee's new permanent home, such as maintenance of buildings and grounds {exclusive of {ixing up
expenses). utilities, taxes. and property msurance.

($) Other necessary and reasonable expenses normally incident te relocanon. such as the costs of
_anceling an unexpired lease. disconnectng and reinstalling household appliances, and purchasing
‘nsurance against loss of or damages to personal property. The cost of canceling an unexpired lease is
limited to three nimes the monthly rental. '

- Allowable relocation costs for new emplovees are irmited 10 those described 1n (1) and (2) of
subparagraph b. When relocation costs incurred incident to the recruitment of new employees have
been allowed either as a direct or indirect cost and the emplovee resigns for reasony within his controi
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within 12 months after hire, the organization shall refund or credit the Federal Government for its share
of the cost. However, the costs of travel to an overseas location shall be considered travel costs in
\ccordance with paragraph 51 and not relocation costs for the purpose of this paragravh if dependents
are not permitted at the location for any reason and the costs do not include costs of trausporung

household goods.

d. The following costs related to relocation are unallowable:

(1) Fees and other costs associated with acquiring a new home.

(2) A loss on the sale of a former home.

(3) Continuing mortgage principal and interest paﬁmm on a home being sold.
(4, Income taxes paid by an employee related to reimbursed relocation costs.

43. Rental costs,

a. Subject to the limitations described in subparagraphs b through d, renal costs are allowable to the
extent that the rates are reasonable in light of such factors as: rental costs of comparable property, if
any; market conditions in the area; alrernatives available; and the type, life expectancy. condition. and

value of the property leased.

b. Rental costs under sale and leaseback arrangements are aliowable only up to the amount that would
be allowed had the organization continued to own the property.

c. Rental costs under less-than-arms-length leases are aliowable only up to the amount that would be
aliowed had title to the property vested in the organization. For this purpose. 2 less-than-arms-lengtn
{ease is one under which one party to the lease agreement is abie to control or substantially influence the
actions of the other. Such leases include. but are not limited 10 those berween (i) divisions of an
organization: (ii) organizations under common contro! through common officers, directors. or members:
and (iii) an organization and a director. trustee. officer. or key employee of the organization or his
immediate family either directly or through corporations. wusts, or similar arrangements in which they

hold a controlling interest.

4. Rental costs under leases which are required 10 be treated as capital leases under GAAP, are

allowable only up to the amount that would be allowed had the organization purchased the property on
the date the lease agreement was executed. i.e., to the amount that minimally would pay for depreciation
or use allowances. maintenance, taxes, and insurance. Interest costs related to capitalized leases are
allowable 1o the extent they meet criteria in subp sragraph 19.a. Unallowable costs include amounts
paid for profit. management fees, and 1axes that would not have been incurred had the organization

purchased the facility.

34 Rovaldes and other costs for use of patents and copynghts.

a. Royalues on a patent or copyright or amoruzation of the cost of acquiring by purchase a copymght.
patent. or rights thereto, necessary for the proper performance of the award are allowable unless:

(1) The Federal Government has a license or the nght 1o free use of the patent or copyright.

{ Z)bThc p;tent or copyTight has been adjudicated to be invalid, or has been administratively determined
to be ipvalid.

(3) The patent or copvyright 1s considered to be unenforceable.

(4) The patent or copvnght 1s expured.
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b. Special care should be exercised in determining reasonableness where the royal.es may have armved
at as a result of less-than-arm's-length bargaining. €.8.:

(1} Rovalties paid to persons, including corporations. affiliated with the organization.

(2) Rovalties paid to unaffiliated parties, including corporations, under an agreement entered into in
contemplation that a Federal award would be made.

(3) Rovalties paid under an agreement entered nto after an award is made to an organization.

¢. In any case involving a patent or copyright formerly owned by the organization. the amount of
royalty allowed should ot exceed the cost which would have been allowed had the orgamzation

retained title thereto.

45, Severance pay.

a. Severance pay. alsc commonly referred *o as dismissal wages. is a payment in addition 10 reguiar
salaries and wages, by organizations 10 workers whose employment is being terminated. Costs of
severance pay are allowable only to the extent that in each case, it is required by (i) law, (11)
employer-employec agreement, (iii) established policy that constitutes. in effect, an implied agreement
on the organization’s part, or (iv) circumstances of the partcular employment.

b. Costs of severance payments are divided into two categories as follows:

(1) Actual pormal turnover severance payments shall be allocated to all activities; or, where the
organization provides for a reserve for normal severances. such method will be acceptable if the charge
10 curTent operations is reasonable in light of payments actually made for pormal severances over a
representative past peniod, and if amounts charged are allocated to all activities of the organization.

(2) Abnormal or mass severance pay is of such a conjectural nature that measurement of costs by means
of an accrual will not achieve equity to both parties. Thus. accruals for this purpose are not allowable,
However, the Federal Government recognizes its obligation to participate. to the extent of its fair share.
in any specific payment. Thus. allowability will be considered on a case-bv-case basis 1n the event or

QCccurTEnce.

46. Specialized service facilities.

a. The costs of services provided by highly complex or specialized facilities operated by the
organization, such as electronic computers and wind mnnels. are allowabie. provided the charges for the
services meet the conditions of either subparagraph b or ¢ and. in addition. take into account any items
of income or Federal financing that qualifv as applicable credits under subparag-aph A.S of
Attachment A.

b The costs of such services. when material. must be charged directly to zpplicable awards based on
actual usage of the services on the basis of a schedule of rates or established methodology that (i) coes
a0t discriminate against federallyv-supported activities of the organizaton. including usage by the
organization for internal purposes, and (ii} 1s designed to recover only the aggregate costs of the
services The costs of each service shall consist normallv of both its direct costs and its allocable share
of all indirect costs. Advance agreements pursuant tc subparagraph A.6 of Attachment A are

particularly Lrmportant in this situatien.
¢ Where the costs incurred for a service are not material. thev may be allocated as indirect costs.

4. Taxes.

2. In general. taxes which the orgamization 15 required to pay and which are paid or accrued In
accordance with GAAP. and pavments made "2 local governments in lieu of taxes which are
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commensurate with the local government services received are allowable, except for (i) taxes from
which exemptions are available 1o the organization directly or which are available to the organization
based on an exemption afforded the Federal Government and in the larter case when the awarding
agency makes available the necessary exemption certificates, (ii) special assessments on land which
represent capital improvements. and (1ii) Federal income taxes.

b. Any refund of taxes, and any payment to the organization of interest thereon. which were aliowed as
award costs, will be credited either as a cost reduction or cash refund, as appropriate. to the Federal

Government. _

48. Termination costs. Termination of awards generally give rise to the incurrence of costs. or the need
for special weatment of costs, which would not have anisen had the award not been terminated. Cost
principles covering these items are set forth below. They are 10 be used in conjunction with the other

provisions of this Circnlar in termination situations,

a. Common items. The cost of items reasonably usable on the organization's other work shall not be
aliowable unless the crganization submits evidence that it would not retain such items at cost without
sustatning a loss. In deciding whether such items are reasonably usable on other work of the
organization. the awarding agency should consider the organization's plans and orders for current and
scheduled activity. Contemporaneous purchases of common items by the organization shall be regarded
as evidence that such items are reasonably usaoie on the organizaton's other work. Any zcceptance of
common items as allocable to the terminated portion of the award shall be limited to the extent that the
quantities of such items on hand, in transit, and on order are in excess of the reasonable quanritative

requirements of other work.

b. Costs continuing after termination. If in a particular case, despite all reasonable efforts by the
oTganization, certain costs cannot be discontinued immediately after the effective date of termination.

such costs are generally allowable within the limitations set forth in this Circular. except that any such
costs continuing after termination due to the negligent or willful failure of the organization 1o
discontinue such costs shal! be unallowable.

c. Loss of useful value. Loss of useful value of special tooling, machinerv and equipment which was not
charged to the award as a capital expenditure 1s generaily allowable if:

{1) Such special tooling. machinery. or equipment 1s not reasonably capable of use in the other work of
the organizauon.

(2) The mterest of the Federal Government is protected by transfer of titie or by other means deemed
appropnate by the awarding agency: .

d. R:ntal costs. Rentel < nnder unexpired leases are gereraily allowable where clearlv shown tc have
been reasonably necessary for the performance of the terminated award less the residual value of such
leases, 1f {1) the amount of such rental claimed does not exceed the reasonable use value of the propertv
leased for the period of the award and such further penod as mav be reasonable. and (ii) the

organization makes all reasonable efforts to terminate. assign. settle. or otherwise reduce the cost of
such lease. There also may be included the cost of alteratons of such leased property, provided such
alterations were necessary for the performance of the award. and of reasonable restoration required by
the provisions of the lease. ) ’

e. Setllement expenses. Settlement expenses including the following are generally allowable:

{1y Accounting. legal. clerical. and similar costs reasonably necessarv for:

(2) The preparation and presentation to awarding agencv of setttement claims and supporting daia with
respect t¢ the terminated portion of the award. unless the termination is for default (see Sec. .61 of
Circuiar A-110): and o
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(b) The termination and setlement of subawards.

on of property provided by
grantees of COnIractors are
30 through __.37 of

(2) Reasonable costs for the storage. transportation, protection. and disposit
the Federal Government or acquired or produced for the award, exczpt when
reimbursed for disposals at a predetermined amount in accordance with Sec.

Circular A-110.

(3) Indirect costs related to salaries and wages incurred as sertlement expenses in subparagraphs (1)
and (2). Normally, such indirect costs shall be limited to fringe benefits. occupancy cost. and immediate

SUpETVisSion.

f. Claims under subawards. Claims under subawards, including the allocable portion of claims which are
common 1o the award, and to other work of the organization are generally allowable. An appropriate
share of the organization's indirect expense may be allocated to the amount of settlements with .
subcontractors and/or subgrantees, provided that the amount allocated is otherwise consistent with the
basic guidelines contained in Attachment A. The indirect expense so allocated shall exciud= the same
and similar costs claimed directly or indirectly as settlement expenses.

49. Training and education ¢Qsts.

a. Costs of proparation and maintenancs of a program of instructuon inch ding but not limited to
on-the-job. classroom. and apprenticeship traming, designed to increase the vocational effectiveness of
employees. including training materials, textbooks. salaries or wages of trainees ( excluding overume
compensation which might arise therefrom), and (i) salaries of the director of tratning and staff when
the training program is conducted by the organization: or (i) tuition and fees when the training is 1o an
institution not operated by the organization. are allowable.

b. Costs of part-time education, at an undergraduate or posi-graduate college level, including that
provided at the organization's own faciliues. are allowable.only when the course or degree pursued 1s
relative to the field in which the employee is now working or may reasonably be expected to work. and

are ltrnited t0:

(1} Training materials.

(2} Textbooks.

(3) Fees charges by the educational instirution.

(4) Tuition charged by the educational institution or. io lieu of titon. insmuctors’ salaries and the
related share of indirect costs of the educational institution to the extent that the sum thereof is not in
excess of the ition which would have been paid to the participating educational mstirauon.

(3) Salaries and related costs of instructors who are employees of the organization.

.6) Strarght-time compensaton of each emplovee for nme spent artending classes during working hours
101 1N excess of 156 hours per vear and only to the extent that circumstances do not permit the operation
of classes or artendance at classes after regular working bours: otherwise. such COMpEensaton 1s

uraliowable.

¢ Costs of tuition, fees. raining matenals, and textbooks (but not subsistence, salary, or any other
emoluments) in connecnion with full-fime educauor. including that provided at tie organizanon's own
facilities. at a post-graduate (but not undergraduate) college level, are sllow=0le only when the course of
degree pursued 15 related to the field io which the emplovee is now working or may reasonably be -
expected to work, and only where the costs receive the prior approval of the awarding agency. Such
~osts are limited 1o the costs attributable to a total period not to exceed one school year for each

emplovee so trained. In unusual cases the peniod may be extended.
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d. Costs of attendance of up to 16 weeks per employee per vear at specialized programs specifically
designed to enhance the effectiveness of executives or managers or to prepare employees for such
positions are allowable. Such costs include enrollment fees. training materials. textbooks and related
charges. employees' salaries, subsistence, and travel. Costs allowable under this paragraph do not
include those for courses that are part of a degree-oriented curriculum. which are allowable only to the
extent set forth in subparagraphs b and c.

e. Maintenance expense. and normal depreciation or fair rental. on facilities owned or leased by the
organization for wraining purposes are allowable to the extent set forth in paragraphs 9. 23.and 43.

f. Contributions or donations 1o educational or training institutions. inciuding the donation of facilities
or other properties. and scholarships or fellowships. are unallowable. E

g. Training and education costs in excess of those otherwise allowable under subparagraphs b and ¢
may be allowed with prior approval of the awarding agency. To be considered for approval. the
organization must demonstrate that such costs are consistently incurred pursuant to an established
training and education program. and that the course or degree pursued is relauve to the field in which
the employee is now working or may reasonably be expected to work.

50. Transportation costs. Transportation costs include freight express, cartage. and postage charges
relating either to goods purchased, in process, or delivered. These costs are aliowable. When such costs

can readily be identified with the items involved, they may be directly charged as ransportation cusw of
added to the cost of such items (sec paragraph 24). Where identification with the materials received
cannot readily be made, transportation costs may be charged to the appropnate indirect cost accounts if
the organizaton follows a consistent. equitable procedure in this respect.

51. Travel costs.

2. Travel costs are the expenses for transportation. lodging. subsistence. and related items incurred by
empioyees who are in travel status on official business of the organization. Travel costs are allowable
subject to subparagraphs b through e, wher they are directly artributable to specific work under an
award or are incurred in the normal course of adminiswration of the organizaton.

b. Such costs may be charged on an actual basis, oc a per diem or mileage basis in lieu of acrual costs
incurred. or on a combinarion of the two, provided the method used results in charges consistent with

those normallv allowed by the organization in 1S regular operanons.

c. The difference in cost berween first-class air accommodations and less than first-class air
accommodations is unallowable except when less than first-class air accommodations are not reascnably
available 10 meet necessary mission requircments, such.as w* ~e less than first-class accommodations
would (1) recuire circuiteus routing, (ii) require travel dur’ - uareasonable bours, (iti) greatly increase
the duration of the flight. (iv) result in additional costs * .ca would offset the transportation Savings, w.
tv) off~r accommodations which are not reasonably adequate (or the medical needs of the traveler.

d. Necessarv and reasonable costs of family movements and personnel movements of ¢ special or mass
nature are allowable. pursuant to paragraphs 41 and 42. subtect 1o allocauon on the basts of work or
nme penod benefited when appropriate. Advance agreements are paruicularly umportant,

e. Direct charges for foreign travel costs are allowable onlv when the travel has received prior approval
of the awarding agency. Each separate foreign mp must be approved. For purposes of this provision.
foreign ravel is defined as any travel outside of Canada and the United States and its termitones and
possessions. However, for an organization located in foreign countries, the wrm “foreign travel” means
travel outside that country.
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NON-PROFIT ORGANIZATIONS NOT SUBJECT TO THIS CIRCULAR

Aerospace Corporation, El Segundo. Califormia

Arzonne Universities Association. Chicago. [llinois

Associated Universities, Incorporated, Washington, D.C.

Associated Universities for Research and Asoronomy, Tucson. Arizona

Atomic Casualty Commission, Washington, D.C.

Battelle Memorial Institute, Headquartered in Columbus, Ohio

Brookhaven National Laboratery, Upton, New York

Center for Energy and Environmcmal Research (CEER). (University of Puerto Rico).
Commonwealth of Puerto Rico

Charles Stark Draper Laboratory, Incorporated. Cambnidge. Massachusetts
Comparative Animal Research Laboratory (CARL). (University of Tennessee). Oak Ridge,
Tennessee |

Environmental Institute of Michigan. Ann Arbor. Michigan

Hanford Environmental Health Foundation. Richiand, Washington

[IT Research Institute, Chicago. Illinois

Institute for Defense Analysis, Arlington. Virginia

Institute of Gas Technology, Chicago. Iilinois

Midwest Research Institute, Headquartered i Kansas City., Missouri

Mitre Corporation, Bedford, Massachusens N

Montana Energy Research and Development Insttute. Inc.. (MERDI), Bune. Montana
\ational Radiological Astronomy Observatory, Green Bank. West Virginiu

Oak Ridge Associated Universities, Oak Ridge, Tennessee

Project Management Corporation. Oak Ridge. Tennessee

Rand Corporation. Santa Monica, California

Research Triangle Institute, Research Triangle Park. North Carolina

Riverside Research Institute. New York. New York

Sandia Corporation. Albuguerque. New Mex. .0

R ET A



Southern Research Institute, Birmigham, Alabama
Southwest Research Insntute. San Anronio. Texas
SRI International, Menlo Park. California

Syracuse Research Corporation, Syracuse. New York
Universities Research Association. Incorporated (National Acceleraon Lab), Argonne. Illinois

Umiversities Corporation for Atmospheric Research. Boulder, Colorado

Non-profit insurance companies, such as Biue Cross and Biue Shield Organizations

Other non-profit organizations as negotiated with awarding agencies
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